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1996 1997 1998 1999 2000 2001 2002 2003 2004
25,393 35,471 45,696 55,905 58,771 69,553 70,979 74,299’ 79,461
1,665 1,715 1,827 1,841 2,271 3,003 4,290 5,822 7,258
21,675 29,389 35,873 39,810 36,097 36,841 35,870 34,764 33,102
1,022 2,689 5918 10,701 16,493 24,349 24,286 25,179 30,588
461 672 888 1,501 2,415 2,703 4,035 5,647 5,047
1,176 1,219 1,087 1,078 1,272 1,305 1,884 2,703 4,173
21,438 30,077 38,684 48,379 47,015 54,519 50,738 51,477 52,571
2,192 3,418 4,872 5,281 9,170 12,182 16,855 18,452 20,855
427 266 415 574 1,216 1,366 1,627 2517 1,956
10,124 14,238 14,856 16,706 13,714 5,297 4,235 7,148 4,538
1,306 2,907 4518 6,771 12,494 16,632 12,420 8,018 10,541
265 311 377 454 426 554 5564 584 654
54 129 187 243 255 279 284 324 319
130 155 189 244 244 208 297 348 368
98.9 125.8 149.9 168.6 161.2 170.9 187.5 2135 234.8
6.9 8.4 8.0 9.3 9.8 10.6 10.8 12.1 13.7

4.6 5.9 7.1 8.2 8.9 9.5 9.4 11.2 11.0

2.2 1.6 1.5 3.2 35 3.4 3.0 2.2 13.0
13.9 12.7 11.0 12.3 13.8 13.8 12.4 12.0 11.7°
58.5 78.4 108.7 120.2 98.5 1081 1123 118.6 128.6
26.9 38.7 53.0 64.8 66.7 723 76.2 81.2 91.0

i1 to the current value have not been taken into account.



Irack record ot Hypothekenbank in Essen AG

10 successtul years in retrospect

in € m, as at year-end

1995

Balance sheet total

17,734

Claims outstanding

Mortgage loans

1,386

Public-sector loans

13,505

Securities issued by other borrowers

2,142

Other loans/other claims

174

Bonds and notes issued

Mortgage Pfandbriefe

977

Public-sector Pfandbriefe

14,160

Other bonds and notes/other liabilities

2,031

New lending commitments

Mortgage loans

329

Public-sector loans

8,719

Securities issued by other borrowers

1,547

Capital and reserves

Subscribed capital and reserves

260

Profit-sharing certificates

54

Subordinated liabilities

130

Net interest and commission income

743

General operating expenses

Personnel expenses

6.2

Other administrative expenses

3.7

Depreciation and value adjustments to tangible and intangible assets 3.3

Cost income ratio in %

17.8

Operating result

42.0

Net income

205

Notes: ' Figures have been restated. See the notes to the annual accounts for further details ? Special effects from depreciatig




Track record of Hyoothekenbank in Essen AG

At a glance

Balance sheet total

Claims outstanding

Mortgage loans

Public-sector loans

Securities issued by other borrowers

Other loans/other claims

Bonds and notes issued

Mortgage Pfandbriefe

Public-sector Pfandbriefe

Other bonds and notes/other liabilities

New lending commitments

Mortgage loans

Public-sector loans

Securities issued by other borrowers

Capital and reserves

Subscribed capital and reserves

Profit-sharing certificates

Subordinated liabilities

Net interest and commission income

General operating expenses

Personnel expenses

Other administrative expenses

Depreciation and value adjustments to tangible and intangible assets

Cost income ratio in %

Operating result

Net income




Track record of Hypothekenbank in Essen AG

At a glance

in € m, as at year-end 2003 2004

Balance sheet total 74,299° 79,461

Claims outstanding

Mortgage loans 5,822 7,258
Public-sector loans 34,764 33,102
Securities issued by other borrowers 25,179" 30,588
Other loans/other claims 5647 5,047

Bonds and notes issued

Mortgage Pfandbriefe 2,703 4173
Public-sector Pfandbriefe 51,477 52,571
Other bonds and notes/other liabilities 18,452 20,855

New lending commitments

Mortgage loans 2,517 1,956
Public-sector loans 7,148 4,538
Securities issued by other borrowers 8,016 10,541

Capital and reserves

Subscribed capital and reserves 584 654
Profit-sharing certificates 324 319
Subordinated liabilities 348 358
Net interest and commission income 2138.5 234.8

General operating expenses

Personnel expenses 12.1 13.7

Other administrative expenses 11.2 11.0

Depreciation and value adjustments to tangible

and intangible assets 2.2 13.0
Cost income ratio in % 120 11.7%
Operating result 118.6 128.6
Net income 81.2 91.0

Notes: ' Figures have been restated. See the notes to the annual accounts for further details 2 Special effects from depreciation
to the current value have not been taken into account.
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INTroauction

Hubert Schutte-Kemper, Chairman of the Board of Managing Directors

Ll 5'50)/}»»4/0 / pllesgues

This is the 18" time for me to report on the business results of Hypothekenbank

in Essen AG in my capacity as the Chairman of the Board of Managing Directors.
Looking back on the financial year 2004, I can state that our bank once again proved
its ability to grow at a healthy pace while also generating sustainable earnings.

I am more than satisfied with the progress of our bank as described in this Annual
Report. Once again 1 can report an excellent return on equity after tax (RoE) of
14.3%, compared to 14.1% in the previous year. As in 2003 we certainly rank

amongst the top banking groups in terms of profitability. Having met our RoE target
also proves that we fully complied with our business plan for 2004.




Introaucton

Accordingly, Essen Hyp succeeded in surpassing the operating result recorded in
2003 despite the clear increase of provision for possible loan losses. In the light of
volatile capital markets, rather weak national and international real estate markets
and sluggish economic growth both in Germany and most parts of Europe, achieving
these aims was hard work.

This performance, as such, is remarkable in itself. However, I believe that it is even
more important to see that our bank tackles — and successfully meets — upcoming
challenges even in difficult times. This ability is the result of our lean organizational
structure, which allows us to respond to changes without delay and to grasp new
business opportunities. We are determined to adhere to this structure, even if this
might put at stake business opportunities which, at first glance, look attractive.
Knowing that the Board of Managing Directors, the Supervisory Board and our
shareholders all pull together, [ will not deviate an inch from this statement.

With the keyword ‘reliability” in my mind, I once again read through the 2003 Annual
Report, in order to check whether we actually met the targets set out for the past
financial year. I can now affirm that we did so in the great majority of cases. We
have met the business targets set for public-sector lending, funding, earnings and
profitability. This is why I would dare to say that the accuracy of our forecasts has
been quite high. However, we had to lower our sights as far as national and inter-
national real estate financing is concerned. We failed to meet the targeted volume
of new lending commitments in these business segments. One could say now, from
today’s perspective, that our targets were too ambitious. However, the truth is that
we rejected loan applications totaling €3.2bn in the period under review, mainly
because these applications did not comply with our high requirements in terms of
the risk return ratio. Meeting a business target at any price is not, and will never
be, part of our strategy.




Introaucton

Dear Business Colleagues,

The year 2004 was an eventful year for our bank. As a part of our relationship
management activities, we were committed to further broadening our international
investor base. We continued our series of roadshows with the former Chancellor

of the Federal Republic of Germany, Dr. Helmut Kohl. In addition, we had investor
meetings in the Middle East, India and several European countries. Our business
results prove that our efforts have borne fruit: we placed Jumbo and Global Pfand-
briefe totaling some €47bn in 40 countries over the past five years. In the year under
review we benefited again from the very favorable development of our funding
costs.

To sum it up, I can look back on a successful financial year. In view of our accom-
plishments, I face with confidence the coming years and, in particular, the projected
fundamental changes resulting from the implementation of the new Pfandbrief Act
in mid-2005. I believe that Essen Hyp is well positioned for these new challenges.
We will find ways to defend the competitive edge which we have built up in our core
business segments during the past years. I would like to emphasize that I welcome
the increase of the community of Pfandbrief issuers. This is the best proof that the
Pfandbrief s a top-quality investment and typical AAA product and will continue
its success story in the future.

Dear Business Colleagues,

This 1s the place to express my gratitude. On behalf of the entire Board of Managing
Directors, I would like to thank Mr. Harald Pohl for his exceptional commitment.
Having joined Essen Hyp in 1992 and filled various positions, Mr. Pohl was elected
to the Board of Managing Directors in mid-1999. He left Essen Hyp at his own request
at year-end 2004 to accept new challenges. On behalf of the Board of Managing
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Directors and our employees 1 wish him every success in his new tasks. Until the
appointment of a new Board member, the Board of Managing Directors of Essen
Hyp will consist of only two members.

I would also like to extend my sincere thanks to Dr. Axel Frhr. v. Ruedorffer who,
having reached retirement age, resigned from his position as the Chairman of

our Supervisory Board and its committees on March 18, 2004. For many years,

Dr. v. Ruedorffer shaped the development of Essen Hyp and significantly contributed
to its success. 1 would like to thank him personally, as well as on behalf of the entire
Board of Managing Directors.

Dear Business Colleagues,

Last but not least, I would like to thank you very much for your continued trust in
our bank. [ very much hope that we can rely on your support in the years to come.

Wl SSatl-oom



Supervisory Board/Board of Managing Directors

Supervisory Board

ANDREAS DE MAIZIERE

Chairman (since March 18, 2004);

Member of the Board of Managing Directors,
Commerzbank AG, Frankfurt/Main

DR. AXEL FRHR. V. RUEDORFFER
Chairman (until March 18, 2004);
Member of the Central Advisory Board,
Commerzbank AG, Frankfurt/Main

DIPL.-OEC. BERTA SCHUPPLI
Deputy Chairman, Wiesbaden

DIETER DISSE
Bank Employee )
Hypothekenbank in Essen AG, Essen

UTE GIBBELS
Bank Employee
Hypothekenbank in Essen AG, Essen

DR. RENATE KRUMMER

(since March 18, 2004)

Executive Vice President

Group Strategy and Controlling,
Commerzbank AG, Frankfurt/Main

DR. ERIC STRUTZ
Member of the Board of Managing Directors,
Commerzbank AG, Frankfurt/Main

Board of Managing Directors

HUBERT SCHULTE-KEMPER
Chairman, Marl

MICHAEL FROHNER

Dortmund

HARALD POHL
(until December 31, 2004)

Oberhausen
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Chairman of the Board of Managing Directors,
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Member of the Board of Managing Directors,
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Chairman of the Board of Managing Directors,
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General Manager of the Treuhandstelle fiir Wohnungs-

unternehmen in Bayern GmbH, Munich

DR. UDO SCHEFFEL
Chairman of the Executive Board,

Bayerische Immobilien AG, Munich

DR. WOLFGANG SCHUPPLI
Lawyer, Wiesbaden

DR. ULF R. SIEBEL
Lawyer, Frankfurt/Main
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NORBERT BODDENBERG

Essen
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Trustees

DIETER EBERLE

Lawyer, Essen
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DR. THOMAS GEER
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Deputy (until December 31, 2004), Essen




Strategies for Success

Michaet Fréhner, Member of the Board of Managing
Directors, Marianne Borghoff, Secretary of the Board
of Managing Directors

From an idea to a strong global player

Essen Hyp grants public-sector loans to all administrative levels in
Germany, i.e. to the Federal Government, the Federal States and to
municipalities. To an increasing extent, the bank also lends to govern-
ments and state authorities in Europe and North America, and thus
succeeded in building up a loan portfolio with a broad geographical
diversification. None of the loans in our public-sector loan portfolio
ever defaulted.

With nearly two decades of expertise and know-how, we are today
an established partner in our core business segment, the granting of
public-sector loans both in Germany and abroad. The concept we had
when the bank was founded has turned into a success story.
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Real Estate Finance Marketing and Transaction Management
(from left to right): Ingo Albert, Thomas Link, Wolf-Christian
Angott, Ingrun Beckmann

A partner for successful financing transactions

Quick credit decisions pave the way for successful real estate
projects. This is why we have expanded our international real estate
financing activities since the beginning of the new millennium. Focusing
on first-class properties which meet our strict criteria, we have become
an established lender on the real estate markets of Europe and North
America. Thanks to our network of representative offices in Brussels,
Paris, London and New York, we are present in our key markets and
maintain close personal contact to our customers and syndicate
partners. The combination of quick decision-making, reliability and
risk sensitivity has earned us their respect and trust.
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Strategies for Success

Treasury Department (from left to right): Heinrich Strack,
Monika Rieks, Oliver Schwarzer, Michael Leineweber,
Glnter Pless, Heidi Riedel

Quality and safety

Essen Hyp is specialized in combining low risks and high returns.
Around 50% of all bonds issued by our bank have been placed
with foreign investors, which proves the excellent reputation we
enjoy on the international capital markets.

Essen Hyp is one of the biggest private issuers worldwide: our
annual funding volume amounts to some €30bn. The three leading
rating agencies acknowledge our expertise as Pfandbrief issuer
by awarding the best possible rating, triple A, to our public-sector
Pfandbriefe.
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Corporate Management and Accounting and Tax Department
(from left to right): Manfred Bartling, Vincenzo Profeta, Norbert
Boddenberg, Dr. Frank Brocks, Hui-Chuan Gumtow

Qur efficiency sets new benchmarks

Flat hierarchies and short communication lines — the lean organizational
structure is the backbone of Essen Hyp. High standards of flexibility
and efficiency are a key element of our corporate philosophy. This
strategy ensures rapid responses to capital market changes and
allows to break new grounds in our core business segments. Our
cost income ratio highlights the efficacy of our organizational structure.
Today, Essen Hyp is one of the most efficient banks worldwide. This
performance |prepared the ground for our excellent profitability.
Hypothekenbank in Essen AG: 18" year of excellence for the benefit
of business partners and investors.
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Strategies for Success

Public Relations Management, Corporate Communications and
the Secretariat to the Board of Managing Directors (from left to
right): Claudia Neff-Stobbe, Ute Gibbels, Dr. Kerstin Butefihr,
Nina Wittkopf, Ursula Meierkamp

Communication builds trust

To prove that we merit the trust of our business partners and investors,
we pursue a comprehensive transparency policy, based on ongoing
dialogue, personal meetings and detailed disclosure.

It has long become a tradition that Essen Hyp organizes investor
meetings and international roadshows in many parts of the world,
maintains an ongoing dialogue with its capital market partners and
hosts the Essen Hyp Capital Market Conferences.

Our website provides detailed information about the quality of our
products. Overall, we greatly exceed the general transparency stan-
dards. Qur business partners know that they can trust in Essen Hyp.
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Management Report_The World Economy in 2004

World economy back on track

Driven by the United States, global economic recovery
picked up pace. Posting a growth rate of 5% for the
year 2004, the world economy showed its strongest
performance of three decades. Real GDP growth in
the G3 currency area — the United States, the euro
area and Japan — was some 3 %, the most dynamic
economic expansion since the boom year of 2000.
With a growth rate of 4.4%, up from 3% in 2003,
the U.S. economy once again was the engine of eco-
nomic recovery. According to the U.S. Department
of Labor, moere than 2 million new jobs were created
in 2004. As indicated by some capital market partici-
pants, this shows the sustainability of the rebound. At
the same time inflation rose to 2.7 %, up from 2.3%
in 2003. This can mainly be ascribed to the fact that
crude oil prices hit record levels in the year under
review. The Japanese economy was well ahead of
expectations in 2004, with a growth rate of 2.6%
compared to 1.4% in 2003. This dynamic expansion
was driven by an increase in exports, investment
activity and consumer demand. Initial signs pointing
to an end of deflation additionally boosted confidence
in the economic upturn.

Economic growth in the euro area loses momentum ~
Germany once again below average. Following a
promising start at the beginning of 2004, economic
growth in the euro area again lost some of its
momentum in the second half of the year. Average
GDP growth in the euro area was 2% in 2004, up
from 0.5% in 2003. Increasing energy and adminis-

tered prices, combined with tax hikes pushed inflation
above the 2% mark for the fifth year in a row. How-
ever, price stability was not jeopardized by adverse
impacts, such as excessive wage agreements. At a
growth rate of just 1.6%, the German economy was
below the average in the euro area. Economic recovery
in Germany was hampered by a cut back in invest-
ments in the construction sector for the fifth year in
succession. At the same time, private consumption,
the most important GDP component, edged down
0.3%. Net exports contributed 1.2 percentage points
to Germany’s economic growth. Due to the weak
domestic economic activity, Germany’s budget deficit
hit 3.9% of the GDP. Germany thus breached the 3%
deficit limit laid down in the Maastricht Treaty for
the third consecutive time. Inflation rose to 1.6%.
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0 of this | ess segment. In man
. taly, Greece and Spain, we already enjoy an
cellent repuiation as: a lender to the public sector, (
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Public-sector lending:
International standing further
improved

Increased diversification of foan portfolio. Due to the
fall in capital market rates since mid-2004 and the
decline in yields in Germany, particularly in the last
quarter 2004, we have only posted a slight increase
in our public-sector lending segment for the period
under review. Instead, our main focus was on broad-
ening the geographical diversification of our loan
portfolio.

Development of the international capital markets
in 2004

Decline in long-term bond yields. Bond markets on
both sides of the Atlantic were bullish in the first
quarter of 2004, In the United States, labor market
development was below expectations, which was
reflected in the market participants’ more pessimistic
perceptions about the sustainability of economic
recovery. In Germany, news that the Ifo Business
Climate Index was down for the first time in 10 months
in February 2004, translated into mounting concerns
about the prospects for economic growth.

However, the picture changed in the second quarter.
U.S. bond yields rose by as much as 100 basis points
within a few weeks, fuelled by very positive economic
data, in particular strong U.S. labor market figures,
which took market participants by surprise. Yields
for 10-year U.S. Treasuries peaked at 4.87% in June.
Having left key interest rates unchanged for eleven

months, the Federal Reserve (Fed) responded to these
new developments at the end of June. As expected,
the Fed raised its federal funds target rate by 25 basis
points to 1.25%.

However, sentiment changed again in summer. New
labor market reports lagged behind expectations and
capital market participants were more and more
convinced that rising crude oil prices were apparently
no threat to price stability, but might well jeopardize
economic recovery. As a result, bond markets saw a
strong rebound and remained buoyant even though
the Federal Reserve raised its federal funds target
rate by 25 basis points on each subsequent meeting,
reaching 2.25% at year-end 2004. Yields for 10-year
U.S. Treasury Notes stood at 4.22% at year-end 2004,
a decrease of just 3 basis points compared to the
4.25% recorded at year-end 2003. Accordingly, the
expected increase in yields at the long end of the
curve did not materialize.

Yield declines in the euro area were far more pro-
nounced, which can be ascribed to two reasons: the
euro appreciation and weak economic data. These
further prompted many capital market participants,
including Essen Hyp, to repeatedly postpone the
expectations of European Central Bank (ECB) interest
rate hikes. Eventually, some market participants even
bet on ECB interest rate cuts. In fact, however, the
ECB left key interest rates unchanged throughout

the year. This is why bond markets in the euro area
decoupled from the U.S. lead in the last weeks of
2004. As a result, yields for 10-year Bunds dropped
61 basis points from 4.29% at year-end 2003 to
3.68% at year-end 2004. The yield spread between
10-year Pfandbriefe and Bunds with the same maturity
hovered around 10 basis points in the period under
review.
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Comparison of bond yields in the United States and Germany in 2004
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Lending business

The total volume of our new public-sector lending

in 2004 remained at the previous year’s level. In the
period under review Hypothekenbank in Essen AG
granted loans totaling €15.1bn (€15.2bn), which is

a 0.6% decrease compared to the previous year. This
figure includes loans and securities that are eligible
to serve as cover for our public-sector Pfandbriefe
totaling €12.7bn (€12.9bn).

As before, the funding needs of German public-sector
authorities were high. Accordingly, new lending com-
mitments in this segment rose 14.3 % to €4.8bn over
€4.2bn in 2003. The volume of new loans granted to
other borrowers governed by public law amounted to
€4.5bn (€6.3bn).

In accordance with the so-called ‘Brussels compro-
mise’, loans to German credit institutions governed
by public law will cease to be eligible to serve as
cover for Pfandbriefe over the medium and long
term. This is why we have steadily increased the total
volume of loans granted to foreign public-sector
borrowers in recent years. It is our objective to even
further diversify the already low risk inherent in our
total public-sector loan portfolio. The success of our
strategy is reflected in the low risk profile of our
public-sector cover pool, which consists of loans to
public-sector borrowers in the European Union and
North America. In 2004 we installed an International
Asset Management Desk in our Treasury Department,
aiming at further increasing the share of public-sector
loans granted to international borrowers.

At present the granting of loans to foreign public-
sector borrowers is subject to a strict limitation.
Pursuant to Section 5 (1) of the German Mortgage
Bank Act (HBG), no more than 10% of a mortgage
bank’s cover pool may consist of loans to foreign
public-sector borrowers in countries that do not

acknowledge the Pfandbrief creditors’ preferential
claim in the case of the mortgage bank’s insolvency.
There are only a few exceptions, such as France,
Luxembourg, Ireland and Spain, where insolvency
laws provide for this preferential claim. However,
we expect that this 10% limit will cease to apply to
loans to public-sector borrowers within the EU upon
the implementation of the new Pfandbrief Act. This
will permit us to increase the share of foreign loans
in our public-sector cover pool.

In line with this diversification strategy, we increased
the total volume of new loans to foreign borrowers
that are eligible for cover to €3.4bn, up from €2.4bn
in 2003. Most of these loans were granted to borrowers
in EU member states, such as Italy, Greece, Spain,
Hungary and the Czech Republic.

We additionally took securities issued by German
borrowers and not eligible to serve as cover totaling
€0.3bn (€0.8bn) onto our books. The total volume
of new loans granted to foreign borrowers and not
eligible to serve as cover for our public-sector Pfand-
briefe was €2.1bn compared to €1.5bn in 2003. Of
this figure, €1.4bn (€1.3bn) was granted to EU
member states, such as Italy, the UK, France, Ireland
and Spain.

Accordingly, we report foreign public-sector loans
and bonds issued by foreign companies and credit
institutions totaling €15.1bn (€12.2bn). These assets
account for 24.3% (20.9%) of our total loan port-
folio. This year-on-year increase by 3.4 percentage
points reflects the growing geographical diversification
of our loans.

While promoting geographical diversification, we
also continued to pursue our spread management
strategy which has two objectives: on the one hand,
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we aim at gradually extending the maturities of certain
assets in our portfolio, and, on the other hand, we
systematically optimize the overall performance
within similar maturity segments and risk weightings,
thus generating an increase in spreads and overall
market value. Based on relative-value analyses, we
switched from bonds and notes to other financial
instruments with higher yields. No additional funding
was required for these transactions.

Breakdown of public-sector loans by borrowers
as of December 31, 2004 in € bn

20 —

2000 2001 2002 2003 2004

German public-sector borrowers
O  German entities governed by public law

Foreign public-sector borrowers and entities governed
by public law

Composition of our public-sector cover pool
as of December 31, 2004 in %

Other loans to foreign borrowers

1.6

Loans within the EU +

12.0

Towns and municipalities,
municipal special purpose asso-
ciations, non-profit organizations
and loans guaranteed by
municipal authorities

85

Credit institutions governed by public law
and savings banks

29.5 Total: €52.7bn

The German Federal Government and

the Federal Government’s Special Fund,
the German Federal States (Ladnder) and
public-sector credit institutions with special
tasks (risk weighting of 0)

48.4
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Present on the key real estate markets

Since the beginning of the new millennium we a¥g} continuously expanded

our international real estate financing activities. We ‘only operate on selected
markets with promising long-term prospects and moderate risk profiles. ?
Markets such as Germany, the Benelux countries, France, Canada, the :
United States and the United Kingdom. Thanks to our preparatory work,
the building up of the necessary expertise and our cooperation with local
specialists we have earned the reputation of being a reliable partner on

these markets.
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Real estate financing:
New lending commitments
below targets

Totaling €2bn, our new mortgage lending commit-
ments fell short of our business target for this segment
by €0.5bn. The main reason for missing the mark is
that we were very restrictive in granting new loans on
our international core markets in the Benelux countries,
France, the UK, Canada and the United States. New
loans secured by commercial properties located in
these countries totaled no more than €0.2bn.

Development of key real estate markets in 2004
The international real estate markets on which Essen
Hyp operates have broken the downward trend. Rents
slipped just marginally, whereas the increase in
vacancy rates was offset by both increasing demand
and a decline in the new space added to the market.
Our core markets in Europe and North America are
therefore on their path to consolidation.

German real estate market has bottomed out. The
continued decline in rents shows that the German
real estate market has not yet shaken off its malaise.
Prime office rents in the five most important German
submarkets Berlin, Diisseldorf, Frankfurt, Hamburg
and Munich again fell between 3% and 7%. While
rents decreased to an all-time low in 2004, vacancy
rates hit a record level. A more favorable develop-
ment of rents was prevented by a substantial over-
supply.

Posting a vacancy rate of 14.9%, Frankfurt is at the
bottom of the league, with prime office rents falling

by another 4.2% in 2004. Even though a shortage of
supply is not foreseeable for the near future, it seems
as if the turning point nonetheless has finally been
reached. With a vacancy rate of 12.5%, Diisseldorf
comes second last, with Munich ahead with 8.6 %.
Indeed, these two markets also show initial signs of
stabilization. Vacancy in Diisseldorf is set to decrease
due both to declining deliveries in the coming years
and increasing demand by the service sector over the
medium term. In 2004 prime office rents in Diisseldorf
dropped on average by 4.5%, while Munich posted a
decline of as much as 6.7%. Similar figures come
from Berlin, which reports a 6.8 % decline in rents
and a vacancy rate of 8.9 %. However, thanks to an
increase in demand in the course of the year, the
decline in rents and purchase prices lost some of its
momentum. Despite a vacancy rate of 8.1% and a
2.5% decline in prime office rents, Hamburg’s office
market is now comparatively stable.

The overall weak economic situation also weighed on
the retail markets. Demand for available retail space
was concentrated on prime locations in city centers.
In Berlin, take-up from international fuxury and retail
chains had a stabilizing impact on prices and even
resulted in a slight increase of rents in prime locations.
However, rents in other cities, such as Munich and
Diisseldorf were moving sideways. Suffering from
the fierce competition from nearby shopping centers,
rents for retail space in Hamburg even continued
their malaise.

As in previous years, residential construction activity
continued to decline. Rents, too, were edging down
further. The only stabilizing element in shoring up
occupancy and prices was demand for apartments

for up to two persons. Uncertainty about the future
economic development, combined with changes

in taxation and tenancy laws, further reduced the
attractiveness of residential properties.
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France leads the table in Europe. In the period under
review Paris was once again ahead of the field and
outperformed all the other European real estate
markets. 2004 was another record year in terms of
total investment, which was well above the €9bn
mark. German investors accounted for 38 % of
this amount. In an international comparison, Paris
benefits from a higher sector diversification than
London, and also from attractive yields, which
exceeded the 6% mark in Central Business District
(CBD) locations. With leasing activity having made
its way to consolidation, speculative investment has
almost come to a standstill. Whereas yields for prime
propetties have been on the decline, yields for Class
B properties continued to increase slightly. This 1s
reflected in the attractiveness of 2™ periphery loca-
tions and logistics buildings. Leasing activity in
Paris moved sideways, albeit at a very high level.
The average vacancy rate for the ‘Ile de France’ was
6.4%, with a slight increase in absorption compared
to 2003. On average, rents fell 5%.

Slight improvement in the London real estate market.
Having hit rock bottom in the second half of 2004,
rents have now firmed up again. The same applies
to vacancy rates, with the increase in vacancies
gradually losing momentum. Banks and taw firms,
in particular, took up new space in the second half
of the year. Investors’ appetite remained strong
throughout the year. The strong demand, which
mostly came from institutional investors such as
pension funds, made yields fall to a record low. This
yield decline was further driven by a combination
of factors such as low interest rates, a shortage of
high-quality properties and the ample liquidity
provided by banks and pension funds.

Real estate markets in North America stay on the road
to recovery. The overall favorable environment in
the office markets triggered an increase in leasing

activity in both central and suburban locations, as
well as an improvement of overall absorption year-
on-year. Without exception, the most important sub-
markets New York, Los Angeles, Boston, Chicago,
San Francisco, Washington D.C. and Toronto reported
a pick-up in leasing activity, albeit to a different
extent. Overall vacancy in CBD locations was 14.5%,
a decrease by one percentage point compared to the
previous year. Overall vacancy in the suburbs decreased
from 21.2% to 17.4%. At 6.4 %, Washington D.C.
reported the lowest vacancy rate. Vacancy for Class A
office buildings in Midtown Manhattan stood at

9.3 %, thus dropping below the 10% mark in 2004.
The Canadian real estate market, too, was boosted

by lower vacancy rates, a slight improvement of
absorption and a marginal increase in asking rents.

Mortgage loan portfolio grew slightly

New loans total €2bn. At year-end 2004, the total
volume of Essen Hyp’s mortgage loan portfolio was
€7.4bn (€5.9bn). In the period under review we
granted more than 15,000 new loans totaling €2bn
(€2.5bn), a decrease of 20% year-on-year.

75.3% (68.8%) of our new lending commitments
relate to existing properties, while 24.7% (31.2 %)
was granted for the construction of new buildings.
87.3% of our new commercial loans are secured

by existing buildings. Loans secured by residential
properties accounted for 76 % compared to just
39.7% in 2003.

At 87.6%, the share of loans secured by properties
in Germany was clearly above the previous year’s
figure of 48.2%. Loans secured by properties outside
Germany accounted for no more than 12.4%. These
shifts also impacted on the geographical diversification
of our mortgage loan portfolio: the share of foreign
loans decreased to 17.9% (20.1%).
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Total new mortgage lending commitments

Breakdown by type of property in %

Apartment buildings

6.5

Office

1581

Industrial

0.1

Retail

3.9

Hotels and restaurants

3.7

Other

1.2

Owner-occupied houses
and condominiums

69.5

Breakdown by region in %

Residential properties
East German Federal States

8.0

Commercial properties outside Germany

11.5

Commercial properties
West German Federal States

124

Commercial properties
East German Federal States

0.1

Residential properties
outside Germany

0.9

Residential properties
West German Federal States

67.1

Total: approx. €2bn

Strict risk management policy. In accordance with our
strict risk management policy, we have established
comprehensive evaluation and risk assessment proce-
dures for analyzing incoming loan applications. For
each loan application, we examine compliance with
the criteria laid down in our ‘Guidelines for Domestic
and International Real Estate Finance’, including
predefined cash flow scenarios and additional stress
tests. In the commercial loan segment, our main focus
is on the financing of office buildings. We consider
the risk exposure in this segment lower than in any
other segment, given that office buildings allow for
an alternative use by various businesses. Accordingly,
loans secured by office buildings accounted for
63.1% of our new commercial loans. 16.2% of our

new lending commitments relate to retail space in
local and regional shopping centers, hotels and
restaurants secure another 15.4%. In this segment,
we limited our lending activities to large hotels owned
by international hotel chains with excellent reputation.
The remaining share of our new commercial loans
relates to industrial and logistics buildings, as well as
other commercial properties.

Key parameters looked at when granting a commercial
loan include the long-term stability of rental income
and/or fixed rent step-ups, the credit quality and
expertise of the investors, the ability of the tenants

to meet their financial obligations over the long term
and, finally, the (remaining) duration of the leases.
Our analysis also covers the development of the
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industries concerned, including macro- and micro-
economic factors, the overall economic situation, the
location and quality of the property and the property’s
potential for alternative use. Our risk assessment is
completed by an outlook on future interest rate trends.
In the period under review we rejected loan applica-
tions totaling €3.2bn (€1.7bn), which failed to meet
our assessment criteria.

The loan extension ratio (i.e. the percentage of loans
renewed on the repricing date) came to 59.8%
(78.6%) in the period under review and dropped well
below the level of previous years due to the early
repayment of seven large commercial loans totaling
€229m weighing down the overall ratio.

international real estate financing

New foreign lending commitments clearly below target.
Following the exceptional performance in 2003
where we closed new loans totaling € 1.3bn, new
foreign lending commitments came to €242.6m in
the reporting period.

Essen Hyp continued to focus primarily on commer-
cial properties. €76.6m (€477.6m) of our new loans

New lending commitments 2004
International real estate financing
Breakdown by countries in %

The Netherlands 8.4

Office 100.0 o
Canada 18.6
Office 100.0
France 13.8
Retail 14.4

Hotels and restaurants 85.8

were granted in the United Kingdom, followed by the
United States at €49.6m (€217.7m), France at €33.4m
(€145.3m) and the Netherlands at €20.3m (€89.9m).
With €45.1m, Canada was the only country where
we topped the previous year’s figure (€35.1m). Resi-
dential properties accounted for €17.6m (€34.3m)
of the total volume of new loans. All are located in
the United States. In the year under review we were
operating in all target markets, generating, however,
a far lower total volume of new loans.

Opening of our New York representative office. The
opening of a New York representative office was in
line with our strategy of further promoting our inter-
national real estate financing activities. The represen-
tative office will bridge the local markets and our
German headquarters, and facilitate permanent per-
sonal contact with our customers, syndicate and bank
partners. However, loan approval and the responsibility
for managing the loans will remain with the head-

quarters.
United States  27.6
Office 72.6
Hotels and restaurants 1.2
[FE—

Apartment buildings 28.2

United Kingdom 31.6

Office 448
Retail 55.2

Total: €242.6m
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o T — Local presence on core markets

004 weturther extended our network of represeptative offices |
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New lending commitments 2004
International real estate financing
Breakdown by type of property in %

Apartment buildings

7.3

Hotels and restaurants

121

Retail

19.4

Office

Total: €242.6m

New lending commitments 2004

Germany

Breakdown by type of property in %

Apartment buildings

6.4

Office

8.6

Industriat

0.1

Retait

1.7

Hotels and restaurants

2.5

Other

1.4

Owner-occupied houses
and condominiums

79.3

Germany - real estate financing

Targets exceeded due to portfolio acquisition — volume
of new commercial loans stable. In 2004 the German
market was the main pillar of Essen Hyp’s real estate
financing activities. The total volume of new commer-
cial loans in Germany stood at €243.9m (€248.1m).
These loans are mainly secured by office and adminis-
trative buildings, hotels and retail space.

We granted loans secured by detached and semi-
detached houses, condominiums and apartment
buildings totaling €1.5bn (€ 1bn) in 2004. Apartment
buildings accounted for €110.3m (€139m), or
7.5%, of the total volume of new residential loans

in Germany.

Breakdown by region in %

Residential properties
East German Federal States

9.1

Commercial properties
West German Federal States

14.1

Commercial properties
East German Federal States

0.1

Residential properties
West German Federal States

76.7

Total: approx. €1.7bn




Management Report_Real Estate Financing

The increase in our new lending commitments was
above all due to the acquisition of a residential loan
portfolio totaling €0.9bn. With the aim of keeping
the sources of our new lending business more flexible,
the option to acquire entire portfolios has always
been a part of our strategy. We decided to buy the
above-mentioned portfolio because of its excellent
structure: the portfolio consists of home loans secured
by owner-occupied houses and condominiums. Some
90% of these loans, which all have a loan to value
of no more than 60% calculated on the lending value
(Beleihungswert), are secured by properties located
in the West German Federal States.

Commerzbank AG forwarded home loans totaling
€0.5bn (€1bn). In accordance with our long-estab-

Total mortgage loan porifclio 2004

Breakdown by type of property in %

Apartment buildings

12.7

Office

23.4

Industrial

1.0

Retail

5.4

Hotels and restaurants

22

Warehouses and
exhibition buildings

1.3

Other

3.3

Owner-occupied houses and condominiums

50.7

lished system for the direct commitment of loans,
Commerzbank staff committed new loans on behalf
of our bank and on our account. These loans are
granted in accordance with Essen Hyp’s stringent
evaluation and approval criteria. The administration
of these new residential loans is the responsibility of
an external service company. This procedure ensures
a smooth and cost-efficient management of our
home loans. In March and October 2004 Essen Hyp
successfully launched special loan programs for
financing owner-occupied houses and condominiums
in cooperation with the Commerzbank AG. As the poor
economic situation deterred many private customers
from investing in real estate, we offered attractive
loan terms as an incentive.

Breakdown by region in %

Residential properties
East German Federal States

74

Commercial properties
outside Germany

175

Commercial properties
West German Federal States

171

Commercial properties
East German Federal States

2.0

Residential properties
outside Germany

0.4

Residential properties
West German Federal States

55.6

Total: approx. €7.4bn
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New loans granted in the East German Federal States
totaled €158.5m compared to €198m in 2003. Of
this figure, 98.5% account for residential loans. The
share of loans granted in East Germany in our total
volume of new lending commitments was 9.2%
(16.3%). This small share reflects our belief that the
margins offered for transactions in the East German
Federal States do not adequately cover the related
risks.

Loans exceeding 60% of the lending value (Beleihungs-
wert). The percentage of mortgage loans which
exceed the first three fifths of the property’s lending
value (Beleihungswert) as defined in the German
Mortgage Bank Act (HBG) and which may therefore
not serve as cover for our mortgage Pfandbriefe, was
on average 14.7% in 2004, ranging between a peak
of 15.8% in March and a low of 13.8% in November.
At the end of the year this percentage stood at 14.1%.
Accordingly, the share of these loans in our total loan
portfolio was well below the 20% upper limit permitted
by law.

Implementation of the MaK. Essen Hyp has by now im-
plemented most of the organizational changes needed
to comply with the new requirements set out in the
Minimum Requirements for Lending Operations
(MaK). After completion of the procedures for an
adjusted risk classification in accordance with
Basel II, which have been launched at year-end 2004,
Essen Hyp will meet all MaK requirements regarding
the identification and management of risks. The
existing loan portfolios and new lending commit-
ments will then gradually be rated by applying the
newly developed rating approach.

The implementation of these standards has been
done in close cooperation with the Commerzbank AG.
Accordingly, Essen Hyp participated in the ‘MaK
Self-Assessment’, which was carried out in all
Group companies. This self-assessment included
the answering of 400 specific questions and was
aimed at reviewing the implementation of the MaK
requirements from a qualitative point of view.

Percentage of loans exceeding 60% of the lending value (Beleihungswert) pursuant to Section 5 (1) (2)

of the German Mortgage Bank Act in %

20 upper limit permitted by law

14.1

2000 2001

2002 2003 2004
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Essen Hyp's lending business in € m

Portfolio

New lending commitments

Total amount

69,833

17,035

Public-sector lending

55,673

12,380

of which: Germany

45,783

9,174

of which: 0% risk weighting

29,888

4,996

109% risk weighting

5,510

557

20% risk weighting

10,385

3,621

of which: internationat

9,890

3,206

of which: 0% risk weighting

8,573

2,831

10% risk weighting

20% risk weighting

1,317

375

Securities issued by other borrowers

6,794

2,689

Real estate financing

7,366

1,956

Residential properties

4,672

1,487

of which: Germany

4,640

1,469

of which: loans below 60%

of the lending value

4,363'

1,401

of which: loans exceeding 60%

of the lending value

277

68

of which: international

32

18

of which: loans below 60%

of the lending value

20

11

of which: loans exceeding 60%

of the lending value

Commercial properties

2,694

468

of which: Germany

1,411

244

of which: loans below 60%

of the lending value

1,075

191

of which: loans exceeding 60%

of the lending value

336

53

of which: international

1,283

225

of which: loans below 60%

of the lending value

872

116

of which: loans exceeding 60%

of the lending value

411

109

‘including guaranteed loans totaling €17m
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Quality as competiti

The four Jumbos and Gilobals issued by Essen Hyp in 2004 were all oversub-
scribed within a short period of time. Investors in all parts of the world monitor
our issuing activities, as they appreciate the quality and safety of our products.
Hence, an increasing percentage of the total issuance volume is placed outside
Germany. In 2004 we had the pleasure of welcoming our first investors from
Malaysia, Papua New Guinea, Qatar and Turkey. Headed by China and Japan,
Asia has become our third most important market.
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Funding:
Investor base widened

In 2004 the total volume of Jumbo Pfandbriefe out-
standing dropped 3.4% to €395bn. However, Hypo-
thekenbank in Essen AG decoupled from this trend:
the total volume of our Jumbo Pfandbriefe out-
standing rose to €39.1bn (€36.6bn), which gives

us a 9.9% share (9%) of the total Jumbo market.
Essen Hyp figures again amongst the major Jumbo
issuers worldwide.

Investors continued to show great interest in Essen
Hyp’s large-volume Pfandbriefe. More than 50%
of our Jumbo and Global Pfandbriefe issued in 2004
were placed with international investors. Other
important pillars in our overall funding structure
are our small-volume Pfandbriefe, tailored to the
investors’ requirements, our Commercial Paper
Program and our Debt Issuance Program. Overall,
Essen Hyp has a balanced funding mix.

Five large-volume issues. In 2004 Essen Hyp issued
new Jumbo and Global Pfandbriefe totaling €8.3bn
(€6.7bn). This figure encompasses four new Jumbo
issues. The Jumbo issuance volume is split into three
Jumbo issues adding up to €Sbn and two Jumbo
increases totaling €0.8bn. The remaining portion

of the total issuance volume relates to a Global of
€2bn and increases of an outstanding Global totaling
€0.5bn. Compared to 2003, when Essen Hyp launched
three new Jumbos and Globals, we further strengthened

37

our position as an important Pfandbrief issuer in the
period under review.

Our first two issues in 2004 were placed in the first
quarter. In mid-January Essen Hyp launched a €2bn
Jumbo, which was oversubscribed just one hour after
opening the order book. This Pfandbrief was mainly
ordered by European investors, while a smaller per-
centage was placed in Asia.

In March 2004 we issued another €2bn Jumbo Pfand-
brief. Again, demand from international investors
was high and 66% of the total issuance volume was
allotted to investors outside Germany, in particular
from Europe, Asia and the Middle East.

Our third Jumbo was issued in May. This € 1bn public-
sector Pfandbrief was marketed as ‘European regional
bank targeted public-sector covered bond’. Cooperative
banks and savings banks were the sole distributors
of this Pfandbrief. For this purpose, we cooperated
with UNICO, an association of European cooperative
banks, through which the Pfandbrief was sold to
private investors, 54.4% was placed in European
countries, such as France, Austria and Spain.

Our fourth Pfandbrief 1ssue was a Global launched
in November. 39% of the total issuance volume of
€2bn was placed in Germany. Amongst our inter-
national investors, we welcomed for the first time
investors from Malaysia, Papua New Guinea, Qatar
and Turkey.

Our Pfandbriefe attracted investors from all over the
world, as highlighted by the geographical distribution
of all Jumbos and Globals issued by Essen Hyp since
1999. While 51.2% of the total volume of €47.4bn
was placed in Germany, other European countries,
and especially those in the euro area, accounted for
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42.5%, Asia for 4.6% and North America for 1.7%.
Banks, investment trusts and insurance companies
are our chief investor groups. Given that our portfolio
of mortgage loans eligible for cover is continually
increasing, we additionally placed a € 1bn mortgage
Pfandbrief in 2004.

Total issuance volume maintains its high level. In the
period under review Hypothekenbank in Essen AG
issued bonds totaling €28.3bn (€33bn). Public-sector
Pfandbriefe accounted for €14.1bn (€14.7bn) of this
figure, while mortgage Pfandbriefe accounted for
€1.9bn (€1.2bn) and other bonds and notes not
requiring cover for €12.3bn (€17.1bn). The latter
were partly issued as revolving credit facilities under
our Commercial Paper Program and mostly used for
short-term liquidity management. Sufficient liquidity
was maintained at all times. Six of our issues are
traded on the trading platform EuroCreditMTS.
Currently 52 issues of German and international
issuers are traded on this system.

Small-volume issues. In addition to our Jumbos and
Globals, small Pfandbriefe catering to the individual
needs of our investors have always been one of our
prime funding instruments. Specific features, such
as interest rates, terms to maturity and call options
can be agreed individually. As a result, our business
partners can make use of these Pfandbriefe to syste-
matically optimize their return. In the period under
review most of our small Pfandbrief issues ranged
from €5m to €100m with mid-range maturities. In
total, we issued 228 small Pfandbriefe amounting to
€2.8bn (€4.9bn) in 2004.

Commercial Paper (CP) Program. In 2004, the CP
Program continued to play a key role in our overall
funding strategy. It allows to issue short-term money
market bonds in all major currencies and ensures
swift and cost-efficient funding. In the period under
review 258 (419) drawings totaling €6.9bn (€7.3bn)
were made in EUR, GBP, USD, CHF and JPY. Average
program utilization was €1.8bn (€1.6bn). As of
December 31, 2004 program utilization was €1.8bn
(€1.4bn).

Debt Issuance Program (DIP) — most papers structured
as floaters, We use our €20bn Debt Issuance Program
to raise medium- and long-term funds on the capital
markets. The placement of the issues is in the hands
of banks operating worldwide. In 2004, 84 % of the
papers issued under this program were structured as
floaters. In addition to the drawings made in previous
years, 18 (50) new drawings totaling €5.3bn (€7.1bn)
in EUR and USD were made in 2004,
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International placement of our Jumbo and Global Pfandbriefe since 1999 - breakdown by country

Country in€m in % Country in€m in %
Andorra 15 0.03 Luxembourg 1,043 2.20
Austria 1,672 3.32 Malaysia 15 0.03
Belgium 912 1.92 Monaco 14 0.03
Bermuda 10 0.02 Morocco 20 0.04
Brunei 25 0.05 Netherlands 1,147 2.42
Canada 5 0.01 Norway 919 1.94
China 905 1.91 Papua New Guinea 5 0.01
Croatia 29 0.06 Portugal 121 0.26
Cyprus 10 0.02 Qatar 30 0.06
Czech Repubtic 5 0.01 Russia 80 0.17
Denmark 1,405 2.96 Singapore 352 0.74
Finland 457 0.96 Slovakia 5 0.01
France 2,904 6.13 Slovenia 36 0.08
Germany 24,263 51.20 Spain 1,167 2.46
Greece 113 0.24 Sweden 487 1.03
Hungary 239 0.50 Switzerland 1,643 3.47
lceland 37 0.08 Turkey 5 0.01
Ireland 471 0.99 United Kingdom 2,241 4.73
ltaly 3,014 6.36 United States 790 1.67
Japan 845 1.78

Kuwait 32 0.07 Total issuance volume 47,388 100.00
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High number of stock market listings. In the financial
year 2004 we introduced 90 (108) new issues with a
total volume of €19.3bn (€16.6bn) on the Diisseldorf
Stock Exchange. The total amount of bonds listed
there was €56.9bn (€62.6bn). Two issues totaling
€7bn (€7bn) are additionally listed on the London or
Luxembourg ‘Stock Exchanges. Moreover, 17 foreign
currency and euro issues amounting to €2.4bn
(€3.3bn) are solely listed on the Luxembourg, Paris
or Ziirich Stock Exchange.

We set great store in the prompt listing of our issues.
In Germany this is facilitated by a master listing
agreement with the Diisseldorf Stock Exchange. Fur-
thermore, we attach particular importance to mark-
to-market secondary market making for the benefit
of our investors and to ensure the liquidity of our
bonds. As far as our Jumbo and Global Pfandbriefe
are concerned, our market makers and co-leads quote
mark-to-market prices within fixed bid-offer spreads
at any time.

Outstanding Pfandbriefe and bonds issued by Essen Hyp

as at year-end in € bn

63
62
60 — 56 60 M
52 = - L L
50 I
40
30
20
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0 w2 . I =
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Mortgage Pfandbriefe
Public-sector Pfandbriefe

[0 Other bonds and notes
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lance sheet total

Balance sheet total close to €80bn. As of December
31, 2004 Essen Hyp’s balance sheet total stood at
€79.5bn (€74.3bn). At 6.9%, the growth of our

Development of important balance sheet items in € bn

80

41

balance sheet total exceeded the previous year’s
growth rate. One reason for this gratifying perfor-
mance is that we were able to expand our capital
market activities in accordance with our targets
and forecasts in the period under review. Real
estate financing also contributed to balance sheet
growth.

2003

70

60

2004

50

40

31.9

30 25.9

20

Public-sector  Bonds and other fixed Mortgage
loans income securities loans

Development of balance sheet total in € bn

80

Securitized Balance sheet
liabilities total

79.5

70

60

50

40

30
17.7

10 —

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004




49

Management Keport_Ratings

Ratings

Three times triple A for our public-sector Pfandbriefe.
Standard & Poor’s and FitchRatings reconfirmed

the best possible rating, triple A, for our public-sector
Ptandbriefe. Moody’s started its rating review in
2004, using a new rating approach. Having com-
pleted this review in mid-February 2005, Moody’s
also upgraded the rating for our public-sector Pfand-
briefe to Aaa. Essen Hyp’s public-sector Pfandbriefe
are now again rated triple A by all major rating
agencies.

Triple A for our mortgage Pfandbriefe. Thanks to the
gradual increase of our mortgage loan portfolio we

Overview of ratings as of February 17, 2005

are now able to issue mortgage Pfandbriefe at larger
volumes, in addition to our traditional Jumbos and
Globals. So far our mortgage Pfandbriefe have only
been rated by Moody’s. However, we consider their
Aa?2 rating not adequately reflecting the quality of
our mortgage loan portfolio. FitchRatings confirmed
this position in 2004 when they assigned our mortgage
Pfandbriefe an AAA rating.

Counterparty ratings basically unchanged. Standard &
Poor’s and Moody’s reconfirmed Essen Hyp’s long-
term counterparty rating of BBB+ and A2, both
assigned in 2003. FitchRatings, however, improved
their rating of A— by changing the outlook from
‘stable’ to ‘positive’.

FitchRatings Standard & Poor's Moody's

Public-sector Pfandbriefe AAA AAA Aaa
Mortgage Pfandbriefe AAA not rated Aa2
Long-term counterparty rating A-/outlook positive BBB-+/outlook stable A2/outlook stable
Short-term counterparty rating F2 A-2 P-1

Notes issued under the

Debt Issuance Program

- Senior unsecured debt not rated BBB+ A2

- Subordinated debt not rated BBB A3
Commercial Paper Program not rated A-2 P-1
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Relationship Management

Meeting investors in all parts of the world. We promoted
the placement of our issues with international investors
by hosting roadshow presentations in many parts of
the world. Once again, we were proud to introduce
Dr. Helmut Kohl, the former Chancellor of the Federal
Republic of Germany, as guest speaker for our road-
show presentations in Milan, Budapest, Frankfurt/Main,
New York and Boston. Each of these events, during
which the members of our Board of Managing Direc-
tors presented our bank, its products and services,
was attended by some 400 investors, capital market
experts, businessmen and guests from trade and
industry, state and local governments, cultural life
and the public. The presentations focused on the
quality and safety of our investment products, the
two decisive factors for investors’ trust.

Similarly, we presented Essen Hyp to investors in
Tokyo, Seoul, Hong Kong and Singapore during our
Asian roadshow in March 2004, and had investor
meetings in the Middie East and, for the first time,

in India.

Our roadshows mirror our philosophy of pursuing

a transparent business policy. Personal contact and
bilateral meetings have always played a key role in
our activities. We are convinced that providing our
capital market partners with detailed information
about our business activities and products is pivotal
to establish and maintain business relationships based
on mutual trust. Keeping this in mind, we have been
able to establish new investor contacts and to further
intensify our existing investor relations in the period
under review.

Transparency policy

Detailed disclosure builds trust. Guided by this principle,
we have been maintaining and improving our website
for many years. Information about our business acti-
vities is available to investors at www.essenhyp.com
at all times. The Essen Hyp website includes detailed
information about the composition of our public-sector
cover pool, our non-cover loans and our real estate
financing activities. The figures are broken down
according to various criteria and updated monthly or
quarterly. Based on the information provided, investors
and credit analysts can carry out their individual
credit research. Our web presentation fully meets the
transparency requirements of the ‘Code of Conduct’
for Jumbo Pfandbrief issuers, agreed upon by the
members of the Association of German Mortgage
Banks (VDH) in 2003. This Code contains voluntary
rules of conduct and disclosure requirements for
mortgage banks.

Furthermore, Essen Hyp voluntarily adopted the
Corporate Governance Code which promotes the
trust of investors, customers, employees and the
general public in the management and supervision
of listed companies. As this approach is in line with
our transparency policy, Essen Hyp voluntarily
publishes a Corporate Governance Code, even
though our shares are not listed on a stock exchange.
The Corporate Governance Code and the Declaration
of Compliance in accordance with Section 161 of the
German Stock Corporation Act (4ktG) are included
in this Annual Report starting on page 108.
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Earnings:
Tenth increase in a row

Interest income hit record level of €244m. In the period
under review Essen Hyp further increased profitability.
At year-end 2004 our net interest income climbed

to the record level of €243.8m (€222.8m), 2 9.4%
increase year-on-year.

One important reason for this trend is the expansion
of our mortgage loan portfolio, which paves the way
for augmenting and stabilizing our interest income
over the long term. The simultaneous reduction in
interest expenses is attributable to the overall favorable
development of interest rates in 2004, combined with
a decrease in funding costs, which we partly ascribe
to our comprehensive relationship management.

Net interest and commission income rose 10% to
€234.8m (€213.5m). Net commission expenses
decreased slightly from €-9.3m to €-9m. Due to

the decrease in our international real estate financing
activities, commission income dropped below the
previous year’s figure. However, this was more than
compensated by the decrease in commission expenses
in our home loan segment. Commission expenses
include fees paid for the brokerage of home loans
totaling €8m (€9.4m).

Operating expenses increased. General operating
expenses rose €12.2m to €37.7m (€25.5m). This
figure includes personnel expenses of €13.7m, an
increase of € 1.6m, mainly attributable to the recruit-
ment of additional staff for the expansion of our

international real estate financing activities and the
implementation of internal rating procedures in
accordance with Basel II.

Other administrative expenses, including depreciation
on tangible assets, rose €10.6m to €24m (€13.4m),
attributable primarily to an increase of the depreciation
on tangible assets of €10.8m to €13m. This item
includes depreciation on two properties taken over

by the bank to prevent losses and transferred from
current to fixed assets. These two properties were
written down to their current value, with depreciation
totaling €10.4m.

The residual amount of other administrative expenses
(€11m) is slightly below the previous year’s level
(€11.2m). This figure includes the cost of marketing
activities, in particular the extensive international
roadshow presentations. However, we consider these
expenses to generate additional benefits, for instance
in terms of lower interest expenses. Also included in
this figure are non-recurring expenses relating, for
instance, to the licensing and official opening of the
New York representative office.

Net other operating income and expenses was €—4.3m
(€0.5m) at the end of the period under review. This
decline was mostly due to the recalculation of the
value of certain properties taken over by the bank to
prevent losses and shown in the current assets.
Expenses for the administration of our home loans
by external service providers are also included in
this item. The operating result before provision for
possible loan losses rose to €192.8m, an increase of
€4.3m compared to the €188.5m recorded at year-
end 2003.
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Provision for possible loan losses reflects Essen Hyp's
conservative risk policy. Compared to the previous
year, Essen Hyp cut back its provision for possible
loan losses by €7.8m from €72m to €64.2m. In the
period under review we again thoroughly assessed
our mortgage loan portfolio, to ensure long-term
protection from real estate financing risks. In the
light of the difficult overall conditions on the inter-
national real estate markets, we increased our risk
provisions for this segment to €53.3m (€31m).
Based on our total mortgage loan portfolio of €7.4bn
(€5.9bn in 2003) this corresponds to a percentage of

Breakdown of Essen Hyp’s results (year-on-year)

0.7%, an increase of 0.2 percentage points compared
to the 0.5% posted in the previous year.

The operating result before tax amounted to €128.6m,
up from €118.6m reported in the previous year.

Net income at record level. In the financial year 2004,
Essen Hyp generated a net income of €91m, topping
the previous year’s result of €81.2m by €9.8m. This
figure results from an 8.4% increase in our operating
result and the deduction of tax expenditures amoun-
ting to €37.6m (€37.4m).

2004 2003 Change

in€m in €m in %
Interest and other current income 3,012.1 3,000.8 +0.4
- Interest paid 2,768.3 2,778.0 -0.3
=Net interest income 2438 222.8 +9.4
- Net commission expenses 9.0 9.3 -3.2
=Net interest and commission income 2348 213.5 +10.0
- Personnel expenses 13.7 12.1 +13.2
- Other administrative expenses 11.0 11.2 -1.8
— Depreciation on tangible assets 13.0 22 +490.9
= Partial operating result 1971 188.0 +4.8
+ Net other operating income and expenses -4.3 0.5 -960.0
= Operating result before provision for possible loan losses 192.8 1885 +2.3
- Provision for possible loan losses 64.2 72.0 -10.8
+Income from selling securities treated as assets 0.0 2.1 —
=perating result 128.6 118.6 +8.4
- Tax expenditures 37.6 37.4 +0.5

=Net income

91.0 81.2 +12.1
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Sources and use of earnings in € m
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In 2004 we met our target of keeping the return on
equity above 14%. Return on equity after tax, calcu-
lated on the average of reported capital and reserves
held over the year, came to 14.3% at year-end 2004
(14.1%). The simultaneous improvement of our cost
income ratio to 11.7% compared to 12% in 2003
reflects Essen Hyp’s efficiency and flexibility. Special
write-offs on properties taken over by the bank to
prevent losses were not taken into account in this
calculation. Due to the transfer of these properties
from current to fixed assets, these special write-offs
augmented the other administrative expenses shown
in our profit and loss account by €10.4m.

The commitment of capital to assets remained un-
changed in the period under review. On the balance
sheet date, the total capital ratio according to Grund-
satz [ was 12.3% (12.3%). As in the previous years,
this figure is well above the statutory minimum level
of 8%. Essen Hyp’s core capital ratio improved to
6.4% (6.2%). This figure, too, clearly exceeds the
4% minimum required by law, further approaching
our objective to improve our core capital ratio to 7%
over the medium term.
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Report on affiliated companies

We have been notified that Commerzbank AG,
Frankfurt am Main, continues to hold 51% of our
equity capital, and thus a majority stake. Pursuant

to Section 312 of the German Stock Corporation Act
(4ktG), the Board of Managing Directors has drawn
up a report on the bank’s relationship with affiliated
companies for the period under review. This report
ends with the following declaration: “According to
the circumstances known to us at the date on which
the company entered into transactions with affiliated
companies, our bank received adequate consideration
for every such transaction. The company neither under-
took nor refrained from undertaking any measures on
behalf of, or at the instigation of affiliated companies.”
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Succeeding in a challenging market environ

granting real estate loans, we have always focused on compliance

r strict guidelines for lending operations and not on potential loan

. Hence, we keep a close eye on market developments. Some real
e markets, especially in Europe, went through a depression during
ast few years. It was only in 2004 that these markets bottomed out or
showed first subtle signs of recovery. However, there was also some
ews: the French real estate market took the leading role — a market
ich Essen Hyp has been operating for years, translating promising
sing opportunities into tangible business results.
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Future prospects

Econcemic ocutlook

Global economic recovery is under way. In 2005 global
economic growth is set to continue, albeit at a some-
what slower pace. With a projected economic growth
rate of almost 4%, the United States will keep its role
as the engine of global economic recovery. A slight
pick-up in unit labor costs, combined with other
inflationary pressures, is set to trigger an increase

in consumer prices. Therefore we expect the Federal
Reserve to significantly hike its federal funds target
rate by the end of this year. Along with the global
trend the Japanese economy is set to lose some of
its momentum, without, however, slipping back into
a deep recession as was the case in the 1990s. The
end of deflation in Japan is in sight. Nevertheless,
we assume that the Bank of Japan will adhere to its
zero-interest policy.

The appreciation of the euro will slow economic
growth in the euro area and particularly in Germany.
Combined with moderate wage increases, the euro
appreciation will push inflation in the euro area
clearly below 2%. Accordingly, we do not expect
the ECB to increase key interest rates earlier than at
year-end 2005, if at all.

Corresponding to our forecast of rising U.S. yields,
yields in the euro area are also expected to increase.
However, given that the German bond market will
not entirely follow the U.S. lead, we project a widen-
ing of the yield spread of U.S. Treasuries over
Bunds.

Further stabilization of real estate markets. 2005 will
see the beginning of an improvement in the real estate
markets. However, a full turnaround will not take
place before 2006. In Germany, asking rents for office
space are expected to slip marginally in 2005, whereas
vacancy rates are set to remain stable or even edge
down slightly. The oversupply of available space will
hamper a more solid recovery. Asking rents for retail
space are projected to increase slightly in 2005, with
the main focus, however, being on prime locations.
Prices for residential properties are set to increase as
from year-end 2005. Until then, construction activity
will remain depressed. Until 2006 the ratio of newly
constructed residential properties to existing residential
properties is expected to clearly remain below the
1% mark.

Rents on the French real estate market are expected
to stabilize in 2005. Rents on the London market
will maintain their present levels or, at most, increase
slightly. During this consolidation phase, demand for
available space in 2005 1s expected to remain stable,
with vacancy rates decreasing slightly. Turning to the
United States, market participants hope that the real
estate markets will continue to recover, a trend that
started in 2004 with a stabilization of rents and
vacancy rates and a pick-up in leasing activity. Further,
the market absorbed newly delivered space more
quickly, which also makes us feel more positive.
However, the consolidation phase will have to last

at least two years before, starting in 2006, markets
will be back at full strength.

Public-sector lending

Focus on international markets. We plan to further
expand our public-sector lending activities in 200S5.
Our main focus will be on the granting of loans to
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foreign public-sector borrowers, to be ready for the
expected changes of the legal framework within
which the German mortgage banks operate. Further-
more, we will continue our active spread management
and replace bonds and notes falling due. The overall
objective is to continually optimize our entire loan
portfolio.

Real estate financing

Moderate increase of our loan portfolio. We are com-
mitted to continually increase our mortgage loan
portfolio. In 2005 we intend to generate a higher
volume of new loans on the international real estate
markets than in 2004. We will continue to focus on
our target markets, i.e. the United Kingdom, the Uni-
ted States, France, the Benelux countries and Cana-
da. The aim is to further diversify our loan portfolio
in terms of property types and regions. This diversifi-
cation of risks will ensure that market fluctuations in
the individual real estate markets will have a lesser
impact on our overall performance. In addition, we
will continue to build up our expertise in terms of
country-specific market and legal issues, as this will
enable us to break into new markets. Our business
target for the German market is lower than the volume
of new loans generated in 2004, given that the 2004
result is, to a considerable extent, attributable to the
acquisition of an entire loan portfolio. Even though
we leave this option for 2005 open, portfolio acquisi-
tions do not form an integral part of our business plan.
As before, the granting of home loans is an important
pillar of our overall business strategy.

Funding
Four Jumbo issues planned. Apart from issuing small-
volume Pfandbriefe, Essen Hyp will again tap the

Jumbo and Global market in 2005. We currently plan
four large issues. Provided that the overall market
environment is in line with our expectations, we
would like to launch one issue per quarter. We are
confident that the quality of our Pfandbriefe will
convince investors despite the growing number of
products similar to the Pfandbrief issued in other
European countries.

Balance sheet total

Growth set to reach the level of 2004. Based upon our
forecasts of economic and capital market develop-
ments, and in view of our targets for public-sector
lending, real estate financing and funding, we expect
our balance sheet to grow at about the same pace as
in 2004, provided that the expected abolishment

of the limit on the total volume of bonds and notes
outstanding will not have any major impact on our
balance sheet total in 2005. This limit should cease
to apply upon the implementation of the new Pfand-
brief Act.

Income and expenses

Stabilization of earnings. Based on our risk asset
projections, we expect to report a further increase
of our operating result in 20035, At the same time,
we plan to keep our cost income ratio at its current
level and once again report a return on equity after
tax of around 14%.

Relationship management

Winning new investors while cultivating existing business
relationships. In 2005 we will continue to convince
new investors in Germany and abroad of the perfor-
mance of Essen Hyp and the quality of its investment
products. As a consequence we continued our series
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of roadshows with Dr. Helmut Kohl, visiting Stock-
holm and Moscow at the beginning of 2005.

In preparation for our new issues, we will host addi-
tional presentations and investor meetings outside
Germany. These will take us to Austria, Switzerland,
the United Kingdom as well as to Southern and
Eastern European countries. We also plan to meet
investors in Asia, the United States and Canada.
Finally, we are committed to further strengthening
the relationships with our new investors in the
Middle East.

4" Capital Market Conference - gathering of inter-
national financial experts in Essen. Essen Hyp expects
to welcome some 400 capital market experts, analysts,
investment specialists, economists and investors from
all around the world to its 4" Capital Market Con-
ference in Essen on June 15 and 16, 2005. Topics to
be discussed during this Conference include current
market developments and new trends in securitiza-
tion. At the same time, the Capital Market Conference
emphasizes our commitment to the Pfandbrief as a
successful investment product in the future.

Changes in the legal framework under way

The new Pfandbrief Act — benefiting from new oppor-
tunities while defending our position as a market leader.
The forthcoming new Pfandbrief Act will enable

the German mortgage banks to grasp new business
opportunities. At the same time, however, universal
banks will be granted the right to issue Pfandbriefe.
Thanks to the strict provisions of the Pfandbrief Act,
the high quality standards of the Pfandbrief will be
upheld. Upon implementation of the new legislation,
the specialist bank principle, as defined in the German
Mortgage Bank Act (HBG), will cease to exist. The

new Act is a symbol of the ongoing modernization of
the Pfandbrief legislation. We expect the Pfandbrief
Act to enhance our room for maneuver and screen
the markets for new business opportunities that are in
line with our strategic focus. Our current efforts will
be backed by another two expected changes in regu-
lation: the deletion of the upper limit for foreign
public-sector and mortgage loans in our cover pools,
granted in EU member states, and the abolishment of
the upper limit on the circulation of bonds and notes
outstanding, which currently limits balance sheet
growth to 60 times the liable capital.
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Interview with Dr. Louis Hagen, General Manager of the Association
of German Mortgage Banks (VDH), on the restructuring of the
Pfandbrief legislation in Germany

The VDH welcomes the new Pfandbrief Act

On July 18, 2005, the new German Pfandbrief legislation is set to come into force.
The present laws, i.e. the Mortgage Bank Act (HBG) for private issuers, the Act
Relating to Pfandbriefe and Similar Instruments Issued by Public Credit Institutions
(OPG) for credit institutions governed by public law and the Ship Bank Act governing
the issuance of ship Pfandbriefe, will be replaced by a uniform Pfandbrief Act. Under
the new Pfandbrief legislation, all German credit institutions will be entitled to issue
Pfandbriefe, providing they comply with the requirements laid down in the Act.

Dr. Hagen, haw do the private mortgage banks feel about the forthcoming new
Pfandbrief Act?

They approach the new Pfandbrief legislation full of expectation but also with some
skepticism. In agreeing to abandon the specialist bank principle, the private mortgage
banks have paid a high price for the new legislation. From the mortgage banks’ point
of view, the specialist bank principle has been one of the key elements of the quality
of the Pfandbrief. Since the implementation of the German Mortgage Bank Act, not a
single investor has lost money with Pfandbriefe. This is a unique track record. There-
fore we have to make sure that the price paid in terms of the abolition of the specialist
bank principle will be made up for by adequate compensatory quality measures.

Nevertheless, the private mortgage banks, on their own initiative, advocated a uniform
Pfandbrief Act even before the legislative procedures were started — why?

Because the mortgage banks are not doggedly protecting the rights they have acquired.
We chose to take the initiative, knowing that the system of state guarantees for credit
institutions governed by public law will be abolished in mid-July 2005. Accordingly,
there will be no further justification for having softer requirements for Pfandbriefe
issued by public-law credit institutions than for those issued by private banks. From
the markets’ point of view, there was a certain risk that the abolition of the Guarantee
and Maintenance Obligation (Gewéhrtrdgerhaftung und Anstaltslast) would result in
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different quality standards for Pfandbriefe issued in accordance with the Act relating
to Pfandbriefe and Similar Instruments Issued by Public Credit Institutions and those
issued in accordance with the Mortgage Bank Act. This would have caused a split of
the Pfandbrief market, which would have been harmful to the market as a whole. At
the same time, the majority of State Banks (Landesbanken) refused to estabiish their
own mortgage banks for issuing Pfandbriefe in accordance with the Mortgage Bank
Act. As a result, the private mortgage banks decided it was time to move on.

What proposals did you submit?

It was crucial to make sure that the excellent and internationally appreciated safety
standards of the Pfandbrief were maintained right into the future, while also preserving
the high name recognition which investors currently have. This is why our member
institutions felt that it was necessary to keep to the high standards of the Mortgage
Bank Act, which have already proved their worth, while adding new features to increase
the quality standards as a compensation for abolishing the specialist bank principle.
These new features include strict licensing procedures, a professional risk manage-
ment of the cover pools and a certain self-control by the markets through strict trans-
parency requirements. In this context, we benefited from the fact that, at the instigation
of the mortgage banks, the most recent amendment of the Mortgage Bank Act provided
for an even better protection of the cover pools in case of a mortgage bank's insolvency.
Thanks to a continued dialogue with the responsible government authorities, our pro-
posals have been incorporated into the draft of the new Pfandbrief Act.

To sum it up: the mortgage banks welcome the draft of the new Pfandbrief Act, which
was presented by the Federal Government on October 13, 20047?

Yes, absolutely. Apart from some necessary changes that still need to be made, we
believe that this is a modern and well-structured law, which will prepare the ground for
promoting the competitiveness and growth of the Pfandbrief market and support the
continuation of the Pfandbrief's success story.

What do you mean by ‘necessary changes’?

The most important issue that needs to be looked at again is the fact that mortgage
loans secured by properties in the United States, the world's biggest real estate market,
are not eligible to serve as Pfandbrief cover. In view of a further risk diversification of
the cover pools and taking into account the huge earnings potential inherent in this
market, this issue is right on top of our agenda. However, it seems that a provision
reflecting our position might be included.

In addition to this, the transparency requirements provided for in the draft are not strict
enough. This applies particularly to the cover pools of mortgage Pfandbriefe. | assume
that the public is more interested in information about problem loans in real estate
financing than in public-sector lending. This is why | believe that it does not make much
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sense to provide information on interest in arrears for public-sector loans only. A break-
down of the mortgage loans serving as cover not only by country but also by regions
within each country would also be of interest to investors. The strict legal requirements
regarding the issuers' risk management only make sense if all figures that are relevant
to the markets are published in good time, as this allows market participants to assess
the structure and quality of the cover pools. Market discipline, based on transparency,
will then become a key element in assuring guality.

Finally, it goes without saying that proposals for changes which would resutt in the
abandoning of proven safety standards or which are not in line with applicable EU
Directives, must be firmly rejected. | am referring for instance to the proposal to permit
an inclusion of Mortgage Backed Securities or Pfandbriefe into the cover pool or to
soften the conservative methods for determining the lending value (Beleihungswert).

The draft of the new Act presented by the Federal Government sets out detailed
requirements for the management of the risks inherent in the cover pools. Compliance
with these requirements will be the prerequisite for being allowed to issue Pfandbriefe.
The Federal Council (Bundesrat), however, considers that these requirements are an
unnecessary administrative burden. What does the VDH think?

There is no free lunch. These risk management requirements are a key element of the
quality assurance measures, which are meant to compensate for the abandoning of the
specialist bank principle. It is mandatory that a Pfandbrief issuer continually assesses,
manages and monitors the risks inherent in the cover pools. The credit quality of the
Pfandbrief is based on the fact that, in the case of an issuer's insolvency, interest and
principal payments to the Pfandbrief creditors will be made when due from the cover
assets reserved for this purpose. This requires, however, that the cover assets are, at
all times, managed separately as set out by law. Especially in the case of universal
Pfandbrief banks, the risk profile of the Pfandbrief cover assets substantially differs
from that of other bank assets. The risk management requirements are also reflected in
the rating approaches applied. Analyzing the cover assets and the management of the
inherent risks by the issuer has become a key element in the rating approach of the
three leading rating agencies.

The Federal Council also suggested permitting the inclusion of Pfandbriefe into the
cover pool in excess of the currently applicable 10% limit.

The mortgage banks firmly reject this proposal. An unlimited number of Pfandbriefe in
the cover pool could result in an artificial inflation of the total issuance volume and
open the door to mere arbitrage transactions. This would be detrimental to a healthy
Ptandbrief market, putting off the investors who have been won by the mortgage banks.




Interview

In addition to this, EU competition laws would require that not only Pfandbriefe but
also Pfandbrief-like products from other countries be eligible for cover. This would end
up in the dilution of the Pfandbrief. Eventually, advantages, such as reduced capital
requirements and broader opportunities to place Pfandbriefe with institutional investors
would be lost. To sum it up: the current legislation which allows up to 10% of the
cover pool to consist of Pfandbriefe as claims on banks, is absolutely sufficient.

Similar to the Mortgage Bank Act, the new Pfandbrief Act requires that the lending
value (Beleihungswert) is established for all assets prior to their inclusion in the
cover pool. However, some public-law credit institutions would like to use other
valuation approaches for existing cover pools. What do you think?

To be quite clear: anyone who calls for a softening of the existing provisions on
determining the lending value, puts at stake a key element in the success story of the
Pfandbrief. The concept of the lending value has proved its value as the main pillar in
assuring the quality of mortgage Pfandbriefe. It protects the value of all claims secured
by mortgages from speculative market price fluctuations. | cannot think of any other
valuation approach which would equal or top this concept in terms of quality. This is
why it is absolutely essential to adhere to the lending value, also for existing cover
pools. The proposal of making lump-sum deductions from the market value will not
produce reliable and sustainable resuits. The only issue which we would be prepared
to negotiate on in this context is whether, and under what conditions, issuers governed
by public law might be permitted to retroactively determine the lending value of their
existing cover assets within a predefined transitional period.

How do Pfandbrief investors see the changes in the Pfandbrief legislation?

It is amazing to what extent analysts and investors support the proposals of the VDH.
On the one hand, this is clear proof of the close relationships between mortgage banks
and investors. On the other hand, this should encourage the legislature to prevent any
detrimental changes to the draft of the legislation. An Act that weakens the Pfandbrief
and pulls investors off, would be disastrous for Germany's financial market.

What position will the Pfandbrief have amongst its European peers once the new Act
has taken effect?

Thanks to the successful internationalization strategy of the mortgage banks, the
Pfandbrief fuelled a genuine covered bond boom. However, this went hand in hand
with increasing competition in winning investors' trust. So far the Pfandbrief has
defended its leading position in this bond market segment and the mortgage banks
are determined to keep their leading role in shaping the covered bond market.
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Many investors and analysts consider the special supervision of mortgage banks

by the Federal Financial Supervisory Authority (BaFin) one of the most important
quality assurance measures. Related to this, the VDH calls for the establishment

of a specific competence center within the BaFin to supervise all future Pfandbrief
issuers. Why?

As opposed to uncovered bonds, a key characteristic of the Pfandbrief market are the
extremely narrow spreads of the individual Pfandbrief issuers compared to each other,
reflecting the homogeneity of the market. A uniform and standardized supervision by
one single competence center within the Bafin that is responsible for all types of
banks is absolutely crucial for preserving the high quality of the Pfandbrief. Tasking
several departments with banking supervision might result in different standards and
practices of banking supervision. | am certain that this is not in the interest of any of
the parties involved.

Does the abolishment of the specialist bank principle mean that the specialist banks
will disappear from the markets?

Not at all. First, mortgage banks have an important function in financing the public
sector and the German real estate market. Recording a 42% market share, they are
the most important lender to the public sector in Germany, followed by the State
Banks (Landesbanken) at 28%. Additionally, with a market share of 21 %, mortgage
banks rank second in granting home loans, only topped by the savings banks, which
record a market share of 27%. In the segment of commercial real estate loans,
mortgage banks are even ahead of the field, posting a market share of 38%. In
addition to this, mortgage banks benefit from their high degree of expertise and their
lean organizational structures, which can both be ascribed to legislation forcing them
to specialize in public-sector lending and real estate financing. Hence, mortgage banks
have the necessary know-how and flexibility to respond to a changing market environ-
ment. As far as funding is concerned, mortgage banks as frequent issuers have built
up a high degree of expertise and an excellent reputation. Name recognition and trust
are important qualities on the capital markets — mortgage banks have worked hard

to earn both. Taking these factors into account, | believe that the reintegration of a
mortgage bank into its parent company should only be envisaged after careful con-
sideration. As specialist banks, the mortgage banks focus on their core business
segments. This is a competitive edge the parent company should not readily give up.
Even more, the reintegration of staff, organizational structures and IT systems would
be extremely complex and time-consuming, which would make it difficult to actually
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benefit from potential scale effects and cost savings. And finally, compliance with the
high requirements placed on issuers, as set out in the new Pfandbrief Act, will not be
available for free.

Does this mean that there will be no changes in the mortgage bank sector? No further
consolidation?

Changes keep coming all the times. However, there are many signs indicating that the
mortgage bank sector will not be affected by so many changes. Although mortgage
banks are legally permitted to carry out all types of banking business as from mid-
2005, they will presumably only take up new activities if and to the extent that this
makes sense in terms of complementing their core business activities and opening

up new earnings opportunities. Each mortgage bank will find its own way to do so.
Specializing in public-sector lending and real estate financing will remain a promising
business strategy, simply because it makes sense from an economic point of view.

How will the new Pfandbrief Act impact your Association's activities?

Of course, the VDH will adjust its structures and tasks to the new challenges. We
intend to become the first association representing all types of credit institutions issuing
Pfandbriefe. With the change of our name to Association of German Pfandbrief Banks
(VDP), we will accept all Plandbrief issuers as members. The VDP will act as a com-
petence center, aiming at strengthening the Pfandbrief’s position on the global markets
and representing the interests of its members in the law-making process, as well as
vis-a-vis the BaFin, the rating agencies and other market participants. We will point the
way to the future on the capital markets, and on the international markets in particular,
if all Pfandbrief issuers prove their commitment to the Pfandbrief by becoming active
VDP members.

Thank you very much for this interview.

(This interview was recorded on January 31, 2005.)
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Excellent market position opens
new opportunities

Scandinavian investors have always figured amongst the buyers of our
Jumbos and Globals. In the past five years most of our bonds sold in
this region of Europe were placed with Danish investors. However, we
believe that there are also promising business opportunities in Finland,
Norway and Sweden.
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Risk report

The management of Hypothekenbank in Essen AG

1s responsible for adding value to the bank while
ensuring efficient control mechanisms. In our opinion,
there is no conflict between adding value and efficient
monitoring and control mechanisms — indeed, these
mechanisms form an integral part of the value creation
process. Efficient risk management and controlling is
the key to assure the sustainability of the value added.
The identification, quantification and management of
all risks relevant to our bank is mainly governed by
regulatory provisions. Mortgage banks are specialist
banks and as such subject to additional regulations
laid down in the German Mortgage Bank Act (HBG)
and the relevant directives issued by the Federal
Financial Supervisory Authority (BaFin). Compliance
with these regulations, as well as the obligation to
meet the ever-increasing requirements of market
participants, necessitates an efficient risk manage-
ment and characterizes modern mortgage banks.

Risk monitering system

Essen Hyp has a sophisticated risk monitoring system
in place. This risk monitoring system is described in
detail in several electronic organizational manuals.
These manuals have been summarized in a generic
description of the systematic as an overall reference.

Risk categories

Essen Hyp defines the term ‘risk’ as a possible loss
resulting from unexpected changes which might lead
to adverse deviations from the bank’s projected asset
development, and from its financial and earnings
performance. Market, liquidity, credit and counter-
party risks, as well as operational risks are the most
important risk categories for Essen Hyp.

» Market risks hold the danger of losses resulting
from adverse changes in prices or price-influencing
parameters. Interest rate risks are by far the most
important risk category for Essen Hyp. Establishing
the total of possible overnight losses constitutes
the main aspect of our risk analysis. We also
determine the exposure to losses for longer holding
periods. Adequate hedging transactions eliminate
currency risks.

» Liquidity risks hold the danger that, in the case of
illiquid markets, contractual payment obligations
cannot be met in a timely manner or not at all, or
that due to market disturbances or an insufficient
market depth, trades either cannot be closed or
processed, or if so only with losses.

+ Credit and counterparty risks consist in the partial
or total failure of any of our business partners to
fulfill their obligations under a legally binding
contract.

* Operational risks are defined as the danger of losses
resulting from inadequate or defective internal
processes and systems, human or technical failures,
or from external events. Legal risks resulting from
the legal framework, legal actions or contracts are
also included in our definition of operational risks.
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Risk management under two different accounting
standards

Annual accounts in accordance with both HGB and
IAS/IFRS. Hypothekenbank in Essen AG prepares its
annual accounts in accordance with the provisions of
the German Commercial Code (HGB). However, as
the consolidated annual accounts of the Commerz-
bank AG are prepared pursuant to the International
Accounting Standards / the International Financing
Reporting Standards (IAS/IFRS), we are in addition
required to compile annual accounts in accordance
with IAS/TFRS.

In contrast to German commercial law, risk manage-
ment under JAS/IFRS focuses on market values.
Therefore, derivatives and loans not originated by
the bank are reported at market value because the
Commerzbank Group does not use the category
‘held to maturity’.

Whether or not changes in the market value affect
the bank’s net income depends on their classification
on the balance sheet. Due to this partial reporting at
market value (the so-called ‘mixed model’) we were
required to split our interest rate book into different
portfolios for corporate management purposes. This
enables us to manage and keep potential effects on
our balance sheet under IAS/TFRS within the scope
of predefined limits. We measure our performance
under IAS/IFRS on a daily basis in order to show the
potential effects of asset and liability management
measures.

Risk management structure — tasks and responsibilities.
The risk management policies of Essen Hyp have
been decided by its Board of Managing Directors in
accordance with the Commerzbank Group’s guidelines.
These policies form the basis of our risk manage-
ment and control system.

Essen Hyp has been closely cooperating with its
parent company, the Commerzbank AG, in the field
of risk controlling for years. This cooperation includes,
in particular, the submission of daily reports on
balance sheet and off-balance sheet items, as well as
the reporting of credit and market risks to our parent
company. The aim is to ensure coherent risk manage-
ment and controlling throughout the Group.

The general conditions agreed upon by the Board of
Managing Directors determine that risks may only

be taken within a predefined risk framework and

in accordance with applicable law. The Board of
Managing Directors established a system of risk
limits, including a stop loss limit, taking into account
the amount of available capital and the bank’s earnings
performance, as well as the risk management require-
ments of the Group as a whole.

Accordingly, any changes relating to limits and limit
systems require the approval of the Commerzbank’s
Central Risk Control Unit (ZRC) prior to a decision
by our Supervisory Board and our Risk Committee.
As Essen Hyp is integrated in the Commerzbank
AG?’s daily reporting system, we receive feedback
from the ZRC regarding our risk positions in addition
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to our own calculations. This helps us to further
validate our risk models.

In 2005 our risk management will be linked even
closer to that of the Commerzbank AG via several
Group projects, including those relating to the im-
plementation of Basel lI, which were started as early
as 2004.

A separate project aiming at a uniform calculation
and presentation of liquidity risks throughout the
Group, was close to completion at year-end 2004.
Furthermore, the Commerzbank AG not only calcu-
lates ratios relating to the overall market risk on a
daily basis, but also ratios relating to the specific
market risk and launched a relevant project to calcu-
late credit spread risks. Essen Hyp is part of this
project. Essen Hyp’s positions are taken into account
in the Commerzbank AG’s calculations of the credit
spread VaR. As a result, risk figures on the specific
market risks of Essen Hyp are available on a daily
basis.

To further improve process reliability, Essen Hyp
launched a project to generate the gap report directly
from its front-end system ATLAS as early as 2003.
This project is coordinated by Essen Hyp’s Risk Con-
trolling Department. The considerable restructuring
was completed in 2004, including the assessment of
the model used by an external auditing company.
Starting in 2005, we plan to compute our VaR on the
basis of the figures provided by ATLAS. Furthermore,
we intend to make our own credit spread VaR calcu-

lations as from 2005. In these calculations, we will
directly use the data provided by the ATLAS system.
These projects aim, in particular, at

« further refining and differentiating our risk
measurement

+ including additional scenario analyses and stress
tests in our risk measurement

» simplifying the procedures; and

» improving the ways of analyzing risk sensitivities.

The technical implementation will take place in several
modular steps during 2005, to ensure a clear over-
view of the project progress. This will allow us to
implement each module immediately upon its com-
pletion. Accordingly, we will be able to see how the
implemented modules work prior to the completion
of the project.

The following table shows the most important risk
control and risk management tasks and their assign-
ment to organizational units.
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Management of market and liquidity risks

Management of interest rate, liquidity and currency risks

Treasury Department, Corporate Management Department

Risk measurement and reporting,

development of uniform methods and procedures

Controlling Department

Monitoring of the fair market value of concluded transactions

and compliance with credit limits

Market Conformity Checking Section

Risk reporting

Controlling Department, Market Conformity Checking Section

Management of credit and counterparty risks

Public-sector borrowers and credit institutions governed by private law

Treasury Department, Notifying and Credit Research Department

Individual customers (mortgage loans)

Real Estate Financing Department — Transaction Management,

Notifying and Credit Research Department

Credit quality research {(public-sector lending)

Credit Research Section within the Notifying and Credit Research
Department

Credit quality research (mortgage lending)

Real Estate Financing Department — Transaction Management,

Notifying and Credit Research Department

Monitoring of compliance with credit limits

Market Conformity Checking Section,
Notifying and Credit Research Department

Non-performing mortgage loans

Mortgage Lending Risk Management Department,

Legal Department, Foreclosure Department

Proposals for an appropriate risk provision for non-performing

mortgage loans

Real Estate Financing Department — Transaction Management,
Mortgage Lending Risk Management Department,

Foreclosure Department

Risk reporting

Corporate Management Department, Notifying and Credit Research
Department, Mortgage Lending Risk Management Department,
Market Conformity Checking Section

Management of operational risks

Introduction of new products

Task Force ‘New Products’

Legal risks

Legal Department; External lawyers if necessary

Modification of the legal framework

Project team comprising employees from the organizational

units concerned

Personnel issues

Personnel Department

Structural and procedural organization

Organization Department together with the organizational unit(s)

concerned

Data processing risks

EDP/IT Department

Equipment and infrastructure

Organization Department

Internal controlling

Internal Audit Department
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Risk monitoring

Market risks — value at risk {(VaR). The data required for
risk measurement is taken from the gap report, which
is updated by the Controlling Department on a daily
basis and which indicates the mismatches per quarter.
This gap report was further refined in 2004 by chan-
ging it from a quarterly to a monthly basis. The risks
deriving from gap positions in the case of interest
rate fluctuations are measured and quantified on
mark-to-market key figures. The arbitrage-free zero-
coupon discount factors used for this purpose are
calculated daily. These calculations are made on

the basis of a yield curve composed of the current
public-sector Pfandbrief yields and interest swap
rates. With the help of these discount factors, the
accruing cash flows from interest and principal
payments are discounted and summarized into a
key figure.

As a next step, the unchanged cash flows are dis-
counted by new discount factors, calculated from a
simulated market price change and a holding period
of one business day. This simulation is based on the
historical yields of the past 255 trading days. The
calculated 254 market scenarios form the basis for
the respective revaluation of the current portfolio.
The corresponding maximum change in the interest
rate book’s value is then calculated on the basis of

a confidence level of 97.5%. The VaR of the entire
interest rate book describes the bank’s aggregate
market risk.

The efficiency and reliability of this method is
permanently monitored with the help of backtesting
procedures, i.e. the projected VaR is compared to

the actual market value changes on a daily basis.

To identify outliers, i.e. market value changes outside
the forecast interval, we use a one-sided confidence
interval.

In 2004 we observed four outliers when using a 97.5%
confidence level. These outliers were mostly due to
extreme market movements.

In order to limit losses exceeding the confidence
level of 97.5%, another stop loss limit was fixed,
taking into account worst-case scenarios. The potential
for such losses is also calculated daily.

The worst-case scenario is set up in such a way that
the maximal overnight changes in interest rates for
each key point on the yield curve are determined on
a stand-alone basis and for a period of 10 years.
These uncorrelated figures are then applied to the
current yield curve by means of a yield curve shift.
The Board of Managing Directors, in cooperation
with the Supervisory Board and the Commerzbank
AG, fixes limits for the VaR, as well as for worst-
case scenarios. These limits have to be complied
with at all times.

The VaR utilization of the authorized limit came to
49.3% as of December 31, 2004 and to 69.8% on an
annual average. The utilization of the limit for worst-
case scenarios stood at 52.5% on the balance sheet
date, while the annual average was 49.8%.

In addition, we simulate various stress test scenarios
in order to better assess and limit possible losses
arising from extreme market movements, which
generally are not appropriately represented by VaR
models. Stress testing represents a suitable complement
to the VaR analyses based on historical simulation.
Apart from the VaR calculations and the simulations
based on user-defined parameters, we simulate the
impact of changes in interest rate curves, as well as
the effects of planned new lending operations and
adjust the underlying portfolio accordingly.

For VaR, market value and interest rate risk calcula-
tions, Essen Hyp uses the well-established ATLAS
software and proprietary valuation tools.
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Value at risk on a daily basis and on an annual average of the authorized limit in 2004 in %
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Traffic light system' Pursuant to the requirements set
out by the Federal Financial Supervisory Authority
(BaFin), Essen Hyp also calculates the potential
market value loss of the whole portfolio in the case
of a general interest rate increase of 1 basis point and
100 basis points from one business day to another.
These calculations are carried out for all maturities,
taking into account certain predefined breakpoints
(the so-called ‘traffic light system”). In case of an
interest rate increase of 100 basis points, this basis
point value, calculated with the key rate method, may

Jun Jul Aug Sep Oct Noy Dec

not exceed a certain limit in proportion to the liable
capital, defined by the Bafin.

These figures are calculated on a daily basis. In 2004
the average limit utilization within this ‘traffic light
system’ came to 13.3%. On the balance sheet date,
limit utilization also was 13.3%. We not only report
this data to the rating agencies Moody’s, Standard &
Poor’s and FitchRatings, but also publish it on our
website in an aggregate form and on a regular basis
in order to provide investors with the level of interest
rate risk incurred by the bank.
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Utilization of the authorized limit under the ‘traffic light system’ on a daily basis and on an annual average

in % (since March 1, 2001)
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Internal reporting. On each business day, the Board
of Managing Directors, the Head of Treasury and the
Head of Corporate Management receive information
on the development of the gap report’s market value,
the VaR level, the utilization of the different risk
limits, and the level of interest rate risk calculated
with the ‘traffic light system’. Moreover, the net
present value of our public-sector and mortgage
Pfandbriefe and their respective cover pools, as well
as the changes in value under predefined stress
scenarios, are calculated and reported.

Furthermore, the Head of Treasury reports on the
bank’s short-term and long-term liquidity situation

in the course of the weekly meetings of the Board of
Managing Directors.

As a part of our corporate management activities,
our Asset Liability Committee (ALCO) meets on a
bi-weekly basis. This Committee deals with, and
issues proposals for decision-making on the bank’s
interest rate positions, the development of key figures
regarding earnings and risk exposure, and reporting
requirements. The ALCO is composed of the member
of the Board of Managing Directors who is responsible
for the Treasury Department (or his deputy), the
heads of all operational and back-office units, and
the heads of the Controlling and Research Department.
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The proposals made by the ALCO are decided in the
subsequent Board meeting.

On a monthly basis the Board of Managing Directors
receives several detailed reports from the individual
departments and sections. For instance, the report
prepared by the Controlling Department provides,
inter alia, information on the transactions effected

in the previous month, their impact on the structure
of the gap report, the development of the market
value and the historical utilization of the existing
risk limits. The Controlling Department also reports
on the examination and testing of new products.

The monthly report prepared by the Accounting and
Tax Department provides information on the develop-
ment of the balance sheet and the profit and loss
account in accordance with the provisions of both
the German Commercial Code (HGB) and [AS/IFRS.
The monthly report submitted by the Transaction
Banking Department includes, amongst other things,
information on the structure of the bank’s loan port-
folios.

On a monthly basis, the Notifying and Credit Research
Department provides information about the ratings
of our borrowers including, if applicable, information
on changes in the assessment of their credit quality.
Our monthly reports on capital market transactions
are aggregated in the new ‘Risk Report Capital
Markets’. This ‘Risk Report Capital Markets’ is
compiled quarterly and complies with the Minimum
Requirements for Lending Operations (MaX). The
aim is to identify, manage and monitor risks relating
to capital market transactions. The report includes an
assessment of the bank’s risk profile resulting from
its capital market transactions. As required by the
MaK, the report provides information on the main
structural characteristics of the loan portfolio and the
new lending business, as well as on limits and their
utilization, and on rating changes. Finally, the Market

Conformity Checking Section reports on the results
of checking the market conformity of new transactions
and the compliance with counterparty limits.
Another report which is compiled quarterly is the
‘Risk Report Real Estate Financing’, which analyzes
the bank’s risk profile resulting from its real estate
financing activities. As required by the MaK, this
report deals with the main structural characteristics
of the loan portfolio, including geographical diversi-
fication, property types, industries, size and risk
classification. New lending commitments are another
key issue in this report. New lending commitments
are subject to the limits imposed by the bank’s guide-
lines for real estate financing and our credit risk
strategy, which is defined once a year. The new
lending commitments are broken down and analyzed
by region and property categories. Furthermore, the
risk report lists non-performing loans and any credit
decisions which have an impact on the bank’s risk
position, and includes recommendations for reducing
such risks.

Credit and counterparty risks from capital market
transactions

Public-sector loans and securities issued by other
borrowers. As of December 31, 2004, the total volume
of our public-sector cover assets came to €52.7bn.
The high quality of these public-sector cover assets is
reflected by the low average risk weighting pursuant
to the BIS standards and by the external ratings of
leading international rating agencies. In terms of the
BIS standards, 66.3 % of these assets are classified at
a risk weighting of 0%, 10.4% at 10% and 23.3% at
20%. A breakdown of the loan portfolio by rating
reveals that 25.2% of the assets have been awarded

a triple A, 48.5% a double A, 9.5% a single A and
0.4% a triple B. Those assets which were not rated
by an external rating agency, i.e. 16.4% of the total
loan volume, include loans to credit institutions
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We cultivate excel

It has been a tradition of Hypothekenbank in Essen AG to update iis investors
during personal meetings. We are committed to cultivating our investor reiation-
ships. Accordingly, we regularly visit our business partners. Cur 2CC4 agenda
included visits to Milan, Budapest, Frankfurt/Main, New York and Scsicn, as wall
as a comprehensive roadshow to Asia, where we met investors in Tokyo, Seoul,
Hong Kong and Singapore.
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governed by public law and to savings banks (43.3 %)
and to national and international public-sector bodies
(56.7%), whose excellent credit quality was confirmed
by our internal credit quality analysis.

The composition of our loan portfolio which is held
by a trustee and serves as cover for our public-sector
Pfandbriefe, can be viewed on our website, which is
updated monthly and provides investors with infor-
mation on the structure and quality of our cover pool,
while complying with banking secrecy provisions.

As a basic principle, an investment grade rating is a
prerequisite for the granting of loans not eligible for
cover to foreign public-sector bodies, as well as to
credit institutions governed by private law and other
borrowers. Our non-cover transactions (excluding
derivatives) with these counterparties amounted to
€5.4bn as of December 31, 2004. While 2% of these
counterparties were rated triple A, 19.1 % were rated
double A and 76.5% single A. Loans totaling less

Rating of cover assets as of December 31, 2004

than €0.2bn were not rated by an external rating
agency. The breakdown of our non-cover loans under
different criteria is also published in detail on our
website. These figures are updated monthly.
Hypothekenbank in Essen AG rigorously complies
with the ‘gentlemen’s agreement’ concluded between
the member institutions of the Association of German
Mortgage Banks (VDH) and the Federal Financial
Supervisory Authority (Bafin). This agreement
stipulates that new commitments which are not eligible
for cover may only be entered into if the respective
counterparty has a minimum rating of A—/A3 by an
external rating agency or a comparable internal
rating. The total volume of loans whose rating is
downgraded to a level below the minimum rating

of A—/A3 during their term, is limited to one time
the bank’s liable capital. As of December 31, 2004
the utilization of this limit was 2.8 %, with a maximum
limit utilization in 2004 of 30.4%.

Standard & Poor's / Moody’s / FitchRatings in€m in %
AAA / Aaa / AAA 13,299 25.23
AA+/ Aal / AA+ 5,249 9.96
AA / Aa2 / AA 6,777 12.86
AA-/ Aa3 / AA- 13,534 25.69
A+ /Al A+ 2,351 4.46
A/TA2/1A 1,515 2.87
A- /1 A3/ A- 1,135 2.15
BBB+ / Baal / BBB+ 212 0.40
Not rated 8,634 16.38
Total 52,706 100.00
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Country risks. In order to coordinate all questions
concerning country risks and to implement appropriate
measures, Essen Hyp uses its own expertise and the
Commerzbank Group know-how. Risk limits are
fixed on the basis of internal and external credit
quality assessments and in close cooperation with
our supervisory bodies, also taking into account the
total credit exposure of the Commerzbank Group.

As in the previous years, Essen Hyp did not invest in
emerging market countries.

Derivatives. Essen Hyp reduces counterparty risks by
applying bilateral outline agreements, most of which
include netting arrangements. Again, as far as these
agreements are concerned, uniform contractual regu-
lations are in place within the Group. The structure
of our derivative portfolio, broken down by counter-
party rating, can be seen in the following table (see
also p. 100 of the notes to the annual accounts).

Counterparty ratings in € m/remaining time to maturity

<1 year 1-5 years > 5 years Total Total
Rating (nominal amount) (nominal amount) {nominal amount) {nominal amount) (market value)
Triple A 25 606 4571 5,202 -29
Double A 4,930 27,626 22,978 55534 -850
Single A 12,110 67,545 40,418 120,073 -2,216
Not rated 577 22,383 24,019 46,979 -726
Total 17,642 118,160 91,986 227,788 -3,821
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The figures for the not rated counterparties in the
table below relate to German subsidiaries of foreign
credit institutions with a good rating. In the following
table we have notionally attributed the ratings of
these foreign credit institutions to the respective
counterparties as an ‘implicit rating’.

Implicit counterparty ratings in € m/remaining time to maturity

<1 year 1-5 years >5 years Total Total
Rating (nominal amount) {nominal amount) (nominal amount) {nominal amount) (market value)
Single A 577 22,333 23,683 46,593 -688
Not rated 0 50 336 386 -38
Total 577 22,383 24,019 46,979 -726

As a non-trading book institution, Essen Hyp does
not trade in derivatives. We only use derivatives to
hedge our interest rate risk from individual trans-
actions and/or portfolios and to manage our interest
rate book, including, in particular, our earnings and
interest rate risk profile. The negative market values
of the derivatives are offset by valuation reserves
from the underlying transactions in the valuation units
and by valuation reserves in our loan and securities
portfolios, which are covered as a part of our macro
hedging. Essen Hyp’s interest-bearing positions are
valued on a daily basis. Information on the calculated
total market value is provided daily to the Board of
Managing Directors, the Head of Treasury and the
Head of Corporate Management. As a part of Essen
Hyp’s limit system, a floor for the market value has
been fixed. Accordingly, the overall market value
may never fall short of a predefined minimum amount.

The overall market value of all interest-bearing trans-
actions of our bank is clearly positive.

Net present value of the Pfandbrief cover. Following
the implementation of the new Directive on the Net
Present Value Calculation of Cover for Pfandbriefe
(HypBarwertV), all German mortgage banks are
required to calculate the net present value of their
public-sector and mortgage Pfandbriefe in accordance
with strict requirements. We calculate the net present
value of our Pfandbrief cover on a daily basis.
Following the amendment of the German Mortgage
Bank Act (HBG) in December 2004 it is mandatory
to maintain a surplus cover of 2% at all times. Pursuant
to Section 6 of the German Mortgage Bank Act this
surplus cover must be calculated on the basis of the
net present value of the cover assets, while taking
into account certain stress test scenarios as defined
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Net present value surplus cover of our public-sector Pfandbriefe in € bn

58

55 V/M
54

S - s
Ve N e R —
52 - o S
N R U
V4 T LT
50
48
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

[ Net present value of our public-sector cover pool
Net present value of public-sector Pfandbriefe outstanding

Net present value surplus cover

Net present value surplus cover of our mortgage Prandbriefe in € bn

6.0

5.0

4.0

3.0

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

L] Net present value of our mortgage cover pool
! Net present value of mortgage Pfandbriefe outstanding

Net present value surplus cover




72

Risk Report

in the Directive on the Net Present Value Calculation
of Cover for Pfandbriefe (HypBarwertV). We have
always exceeded these minimum requirements. The
results of our calculations are submitted to the Federal
Financial Supervisory Authority (BaFin) and the
rating agencies on a quarterly basis. Stress testing
ensures that the 2% surplus cover is also maintained
in times of interest rate movements. For its stress test
calculations, Essen Hyp uses the dynamic approach
in accordance with the Directive on the Net Present
Value Calculation of Cover for Pfandbriefe (HypBar-
wertV). This approach uses the value at risk method,
based on the interest rate fluctuations observed in
the preceding 250 trading days. Taking into account
these stress test calculations, Essen Hyp’s average
present value surplus cover in 2004 was 4.4 % for
public-sector Pfandbriefe and 8.3 % for mortgage
Pfandbriefe.

Derivatives in our cover pools. At present, Essen Hyp
has not included any derivatives in its cover pools.
There was no need to include derivatives as the net
present value of our cover assets has always clearly
exceeded the net present value of the Pfandbriefe
outstanding. Nevertheless, we have entered into and
nearly completed negotiations with certain derivative
counterparties in order to be able to make immediate
use of derivatives for the purpose of optimizing the
management of our surplus cover, should this become
necessary.

Credit and counterparty risks reifating to real estate
financing

The assessment of credit risks relating to real estate
financing is the responsibility of the Notifying and
Credit Research and the Real Estate Finance Marke-
ting and Real Estate Finance Transaction Management
Departments. Assistance is provided by the Mortgage
Lending Risk Management Department, and by our
subsidiaries, Essen Hyp Immobilien GmbH and
Immobilien Expertise GmbH.

The responsibilities and authorities with regard to
the granting of loans are clearly and unambiguously
defined in our Organizational Instructions, which are
available to our staff in electronic form.

The credit quality of the borrower, as reflected by
our internal rating, is of paramount importance for
our credit decision. For those loans which are not
classified as home loans the valuation of the property,
including the determination of the lending value
(Beleihungswert), carried out by the certified
appraisers of our subsidiary, Immobilien Expertise
GmbH, is a key parameter for decision-making. The
sustainable income from the charged property after
deduction of the non-recoverable operating expenses
must at all times exceed the interest and principal
payments due. Essen Hyp drew up specific guide-
lines for both domestic and international real estate
financing, which were approved by the Risk Com-
mittee of the Supervisory Board. These guidelines
stipulate, amongst other things, the minimum debt
service cover (DSC) ratios, and they also include

a list of property types which are currently not
eligible as security for mortgage loans or for which
a loan can only be granted if certain conditions

are met.

For the timely recognition of credit risks, we estab-
lished an early warning system to assess latent risks
in a more efficient way, taking into account potential
risk factors, such as interrupted performance, an
adverse development of the sector, risks of rent losses,
or adverse impacts on the quality of the property
location. The processing of loans in default or other
loans showing performance interruptions (and thus
bearing a certain risk potential) has been restructured
in accordance with the Minimum Requirements for
Lending Operations (MaK). As in the previous years,
we have permanently monitored the risks inherent in
the larger transactions in our portfolios, and especially
those in the East German Federal States. In this
context a number of risk-mitigating measures were
taken, such as requiring additional security, restruc-
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turing certain commitments, and ensuring an adequate
provision for possible loan losses.

In 2004 we set up a Credit Risk Committee (CRCO)
in order to bundle and optimize the measures referred
to above. As a result of its intensive study of problem
loans in the books of Essen Hyp and its subsidiaries,
the Committee issues proposals on the processing of
problem loans, preventive loans and loans which have
been called in and are currently being liquidated by
the bank or its subsidiaries. The CRCO meets monthly
and is composed of the member of the Board of
Managing Directors responsible for transaction
management or his deputy, the Head of Mortgage
Lending Risk Management, the Head of the Fore-
closure Department, the Head of Transaction Manage-
ment and the General Manager of the Essen Hyp
Immobilien GmbH. If need be, the meetings are also
attended by staff from other Departments. The Com-
mittee is chaired by the Head of Mortgage Lending
Risk Management who reports on the proposals and
recommendations in the subsequent meeting of the
Board of Managing Directors.

At each of its periodical Committee meetings, the
Risk Committee of the Supervisory Board is informed
about the progress of non-performing loans exceeding
a certain amount, and about the structure of our mort-
gage loan portfolio.

internal ratings

In the period under review Essen Hyp responded to
the changes in the regulatory framework governing
credit risk capital requirements in accordance with
Basel I and the Minimum Requirements for Lending
Operations (MaK), by systematically developing
instruments for calculating the minimum capital
requirements and measuring credit risks under the
Internal Rating Based Approach (IRB). Accordingly,
in close cooperation with the Commerzbank AG,

we refined our approach for calculating the capital
required and improved our internal rating procedures
for classifying credit risks in both public-sector
lending and real estate financing.

In this context, Essen Hyp participated in joint projects
dealing with probability of default (PD) rating, loss
given default (LGD) grading and capital calculation.
These projects aim at developing an internal rating
approach that satisfies the Basel II requirements and
at integrating the PD and LGD components into the
calculation of the capital required.

PD component in real estate financing

Commercial real estate financing. A joint project aiming
to determine PD ratings for commercial properties
has been started in cooperation with the publishing
house Bank-Verlag Kéln, the RES Consult GmbH
Leipzig (a company owned by the University of
Leipzig) and the Department of Statistics of the Uni-
versity of Regensburg. This joint project also covers
the segment of international real estate financing.
Based on the real estate financing know-how of the
six participating banks, a PD prototype with certain
rating functions has been developed and made
available to the individual banks. This prototype was
the predecessor of the actual rating tool Essen Hyp
implemented in 2004,

The internal property rating is derived from hard
facts, such as the analysis of balance sheets and

the profitability of the property, and soft facts, such
as the quality of the property management, marketing
strategies and the location of the property. The input
masks for entering the hard facts, such as balance
sheets and property data, into the rating tool vary in
accordance with the type of borrower and the share
of the property in the overall rating. The required
data is entered by our credit analysts. When entering
balance sheet figures, assets and liabilities are adjusted
to their market value (setting up of a balance sheet at
market values). Information on soft facts is entered
into the property rating tool by answering a catalogue
of questions for each individual customer.

After the implementation of the internal rating tool,
Essen Hyp has all required analytical instruments

for rating its existing loan portfolio and new lending
commitments in Germany and abroad.
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In compliance with the Minimum Requirements for
Lending Operations (MaK) we further refined our
existing workflows in such a way that the information
required to analyze the credit quality of our borrowers
1s available in time.

Private customers (home loans). To analyze the credit
quality of our private customers who apply for home
loans via the Commerzbank AG branches, we have
an adequate customer and property scoring system

in place, which is used throughout the Commerzbank
Group. In compliance with the requirements of the
Internal Rating Based Approach (IRB) under Basel
I1, and under the lead of the Commerzbank AG, we
will implement in 2005 our own rating system for
customers channeled in from other brokers.

LGD component in real estate financing
Commercial real estate financing and private customers.
The LGD component is another key element in cal-
culating the minimum capital requirements. As a
participant in the LGD project initiated by the Asso-
ciation of German Mortgage Banks (VDH), Essen
Hyp will receive the required general data from all
member institutions, such as the recovery rate or the
duration of the liquidation process. In addition, we
received a working document from the ¥DH, defining
all parameters required for the calculation. The final
implementation of the LGD tool will take place in
2005. Together with several other VDA members,
Essen Hyp entered into a legally binding agreement
with Hyp Rating Services GmbH to continue the LGD
project. This agreement requires the banks involved
to forward data on loan workouts to the Hyp Rating
GmbH. This data will be pooled, analyzed and
segmented by the Hyp Rating GmbH in such a

way that the banks involved can use it for their
LGD calculations.

PD component for capital market transactions
Public-sector lending and loans to banks. Internal
rating approaches for measuring the probability of

default of public-sector loans are currently being
developed in a separate project in coordination with
the rating agency Standard & Poor’s and the VDH.
As a part of this project, internal rating approaches
are set up for different borrower types, such as coun-
tries/central governments, regional and local authorities
and sub-state authorities. The final rating tools for
the portfolios ‘countries/central governments’ and
‘regional and local authorities’ have already been
made available to Essen Hyp. We have thus started to
analyze our public-sector loans by using these internal
rating tools. Standard & Poor’s will be responsible
for the validation and calibration of the internal
rating in the future.

The probabilities of default for the other asset classes,
including banks, corporates and insurance companies
will be covered by master agreements with the
Commerzbank AG.

LGD component for capital market transactions
Public-sector lending and banks. We plan to develop
the LGD component for public-sector lending and
loans to banks in coordination with external rating
agencies in 2005.

Once the rating components referred to above have
been implemented for all segments, our bank will
comply with the requirements for an internal risk
classification and thus be eligible to adopt the Internal
Rating Based Approach (IRB) under Basel II for
calculating our capital requirements and arriving
at a risk-oriented pricing.

Provision for possible loan losses

Through the formation of individual and, in the case
of latent credit risks, of general risk provisions, the
discernible risks of the lending business are adequately
taken into account. Until now there has been no need
for individual value adjustments or provisions in
respect of our lending business with public-sector
borrowers or entities governed by public law.

Based upon thorough analyses, our Real Estate
Financing Department continually gauges which
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risk-provisioning measures need to be taken to ensure
the quality of the bank’s planning. As a part of our
credit risk strategy we have adjusted the standard risk
costs applied to our home and commercial loans in
close coordination with the Commerzbank AG.
Given that 96% of our home loans fall below 60%

of the lending value (Beleihungswert) of the property
securing the loan, we apply uniform standard risk
costs to these loans. In contrast to this, the standard
risk costs applied to our commercial loans vary in
accordance with the ratio between the loan and the
property’s lending value. As a part of the implemen-
tation of our internal rating tools, we plan to derive
the standard risk costs to be applied from the expected
loss in order to come to an even more risk-oriented
pricing of the loan.

Liquidity risks

The Treasury Department is responsible for the
liquidity management, which is based upon the daily
listing of all payment flows. An adequate assessment
of the liquidity situation requires that the public-

sector, corporate and bank bonds held as assets can
be disposed of or sold under agreements to repurchase
at short notice — within the scope of nominal over-
collateralization — should the need for liquidity arise.
The bank calculates its liquidity risk by showing the
volume of mismatches in a capital outflow account
and then determining the ratio between these mis-
matches and the existing short-term funding limits,
plus liquidity reserves. Qur liquidity positions are
additionally managed pursuant to the Grundsatz IT
requirements concerning the adequacy of a credit
institution’s liquidity provision. Our bank’s liquidity
ratio calculated according to Grundsatz I was 1.29
at the end of the year (minimum ratio required by
law: 1.0).

Essen Hyp is integrated into the Commerzbank’s
project on liquidity management. This project aims
at developing a uniform calculation and presentation

of liquidity risks throughout the Commerzbank Group.

The first project results were presented in 2004. It is
planned to complete the project during 20035.

Development of our liquidity ratio in accordance with Grundsatz /!

25

minimum ratio required by law

0.5
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Operational risks

In anticipation of the Basel II requirements concerning
risk management and the monitoring of operational
risks, Essen Hyp categorized all relevant risks
according to their nature as early as 2001. As a
result, our bank not only meets the Basel Il criteria,
but also complies with the risk categorization that is
applied within the Commerzbank Group as a whole.
In the past three years, Essen Hyp carried out self-
assessments for nearly all bank employees, which
provide us with important information on existing

or potential risks in the individual departments and
sections. We have developed a specific database in
order to adequately record, administer and analyze
the results.

In addition, the Commerzbank AG developed and
introduced separate self-assessments, aimed at mana-
ging operational risks at Group level. In November
Essen Hyp participated in a Business Continuity
Management (BCM) Self-Assessment, which analyzes
and assesses the contingency plans of the individual
organizational units on the basis of a catalogue of
some 50 questions, which cover regulatory require-
ments laid down under Basel II or in the Minimum
Requirements for Trading Activities (MaH) and the
Minimum Requirements for Lending Operations
(MaKk).

The insights gained from this self-assessment will

be analyzed and put into practice by the responsible
organizational units in a timely manner. Essen Hyp
will also participate in a Quality Self Assessment
(QSA), which will start at the beginning of 2005.
This self-assessment aims at identifying weak points
in the workflows and procedures within the Group.
For this purpose, we have developed a ‘self-assess-
ment matrix’, which lists the departments, sections,
product groups and business segments to be included
in the self-assessment, as well as the specific measures
to be taken during the process. This information was
communicated to the Commerzbank AG.

The self-assessment activities as described above play
a key role in the Commerzbank Group’s operational

risk framework. The aim is to identify potential sources
for losses and to prevent such losses by using the
information obtained. Another main incentive to
pursue such demanding and time-consuming activities
is the reduction of the bank’s capital requirements by
improving the quality of workflows.

Essen Hyp is additionally involved in a Commerz-
bank Group project which focuses on the collection
of data on operational risk losses. In anticipation of
the legal requirements which will have to be met under
both the standard approach and the IRB approach, it
has become necessary to collect, record and analyze
operational risk losses in a systematic way. The aim
is to quantify operational risks by calculating a precise
value at risk figure.

Against this background, Essen Hyp has recorded
and reported all losses exceeding € 5,000 since the
beginning of 2002. Since 2003 our bank has been
integrated into the Commerzbank AG’s intranet-based
‘Loss Collection Tool’ (LCT), which serves to collect
and assess all operational risk losses incurred within
the Group. Since then we have reported the losses
incurred in our bank by entering the relevant infor-
mation into this database. By analyzing the losses
incurred in the Group as a whole we expect to obtain
detailed information on the future management of
this type of operational risk. For the first time, we
also reported to our parent company the legal risks.
Within Essen Hyp, the Board of Managing Directors
receives a monthly report on all operational risk losses
incurred. The total volume of losses resulting from
operational risks incurred by Essen Hyp in 2004 was
€281,400 (including provisions totaling €261,000).
However, even before the introduction of the self-
assessments and the collection of loss data as described
above, Essen Hyp was concerned about the issue of
operational risks. In order to detect possible weak
points, we have, for several years, been analyzing

the ‘classical” operational risks relating to the bank’s
structure and processes, EDP, internal and external
electronic communication (intranet, internet, e-mail),
availability of qualified staff, adequate equipment
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and legal matters. With regard to certain specific
issues we seek external advice from consultants and
other specialists. For instance, external specialists
have been mandated with analyzing and validating
the safety of our IT systems at regular intervals, e.g.
in view of ‘hacker attacks’.

Other preemptive measures in terms of operational
risks include the preparation and improvement of
contingency plans for all business units. To rule out
potential EDP failures, the bank has two separate
central computer systems located in different parts
of Essen, one of which serves as a back-up system
should the working system fail. Our reserve head-
quarters referred to above is situated on the same
premises as our back-up system, so that a continuation
of the bank’s key business activities for a transitional
period is ensured, should the bank’s headquarters be
destroyed or out of action. In the fourth quarter of
2004 we carried out a comprehensive test to assess
the quality of our contingency plans. In a first scenario,
we simulated a bomb threat and tested the setup of
our reserve headquarters, as well as its linkage to the
productive systems on the bank’s main premises. In a
second scenario, we simulated the total failure of all
productive systems in the bank and the resuming of
our business activities from the reserve headquarters.
Both tests proved that the bank is in a position to
continue its business activities in accordance with the
legal and regulatory requirements should there be an
emergency.

In addition, we continued our qualification program
for employees in the operational units and the back
office during 2004 by organizing certified seminars
on job-specific, as well as general issues. To the
extent possible, this aims at preventing errors resulting
from lack of expertise.

The reports on operational risks in the areas of EDP/IT,
staff and legal issues are on the agenda of our Risk
Committee meetings and are regularly presented
and discussed during the meetings of our Board of
Managing Directors.

Legal risks

Essen Hyp’s Legal Department operates as an internal
service provider for all legal matters. This includes
general and specific legal advice on contracts, as
well as on outline and specific agreements. Essen
Hyp strives to integrate the Legal Department in

all relevant projects from the start. Hence we are
immediately aware of the limitations set by the
applicable legal framework, while being in a position
to innovate and use the whole range of legally per-
missible options.

The Legal Department is also involved in processing
non-performing loans. If required, we additionally
seek external legal advice. When dealing with mort-
gage and public-sector loans to foreign borrowers,
we always use the services of experienced international
law firms.

The Legal Department regularly informs the Board
of Managing Directors about the latest legal develop-
ments, related risks and their potential impact on our
business activities.

Internal audit

Internal auditing is an integral part of our internal
monitoring system. The Internal Audit Department
operates independently of all working procedures.

It has been assigned by the Board of Managing
Directors to control the existing structures and
procedures and to assure compliance with regulatory
requirements.

As a staft department, our Internal Audit Department
reports directly to the Board of Managing Directors
and provides independent auditing and consulting
services. The aim is to add value and improve our
bank’s workflows. The Internal Audit Department
assists the Board of Managing Directors in achieving
the bank’s business objectives by systematically
assessing the efficiency of the risk management,
internal control mechanisms, staff management

and supervision. This includes assistance to further
optimize these procedures. In close coordination with
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the responsible employees and/or process owners, the
Internal Audit Department issues proposals on how
to avoid losses, improve the management, monitoring
and internal supervision procedures and increase the
efficiency of workflows.

Feedback about the structuring and suitability of the
risk management system is provided to the Board of
Managing Directors and to the individual depart-
ments and sections. Material findings by the Internal
Audit Department are reported to the Supervisory
Board at its subsequent ordinary meeting. At the first
meeting in every new financial vear, the Internal
Audit Department informs the Supervisory Board
about all important findings and remedies taken in
the past financial year. Should the internal audit, at
any time, reveal serious deficiencies, the Chairman
of the Supervisory Board is immediately informed.
The Chairman of the Supervisory Board is also in-
formed about any audit reports, which, based on the
worst risk grading of all audit reports, are in the first
quarter.

The Internal Audit Department operates according

to a long-term inspection plan, which is continually
improved. This plan also forms the basis for an annual
inspection scheme agreed by the Board of Managing
Directors and submitted to the Chairman of the
Supervisory Board for information purposes. The
inspections stipulated in this scheme cover all parts
of the bank. Checks on correct working procedures
and systems are carried out at fixed intervals. As far
as specific risks and legal requirements are concerned,
such as provisions relating to the German Money
Laundering Act (Geldwdschegesetz), inspections are
carried out at least once a year. The inspection intervals
are fixed in the long-term inspection scheme. This
ensures that all working procedures are inspected
once every three years. The audit is risk-oriented and
process-specific and mainly focuses on the structure
and processes, the risk management and controlling
mechanisms, as well as the internal monitoring system
for all working procedures within Essen Hyp.

The EDP Audit, which is integrated in the Internal
Audit Department, is primarily charged with all
issues relating to electronic data processing, such as
the maintenance of the safety and consistency of our
electronic files by controlling the granting of licenses
to access the system, and by limiting the number of
users.

The findings of each inspection are recorded in an
audit report. These reports are made available to the
relevant departments, the Board of Managing Directors
and the external auditors.

Future prospects

The importance of risk management for a risk- and
profit-oriented corporate management will continue
to increase in the future. We are therefore committed
to further improving our risk management systems,
independently and in particular in cooperation with
the Commerzbank Group to maximize the efficiency
of our capital allocation.
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Staff report

Employees with entrepreneurial skills. Operating in

all parts of the world, we expect our employees on
all management levels to think and act like entre-
preneurs. This is the only way to ensure that our joint
efforts will bear fruit. Our executive and specialist
staff is required to be innovative, while keeping a
close eye on costs. Essen Hyp rewards performance
and commitment. We demand — and promote —
expertise and a maximum degree of flexibility,
offering our employees performance-related variable
salary components.

Variable salary components. The compensation of our
executive staff is linked to their individual performance,
as well as to Essen Hyp’s overall success. Depending
on their hierarchical position, our executives receive
a special employment agreement (Funktionswert-
gruppenvertrag), which specifies that variable com-
ponents account for up to 20% of the total salary.
Depending on the bank’s performance, our non-exempt
employees receive a supplementary bonus payment in
addition to the 13® month bonus salary provided for
in the applicable collective wage agreement. Based
on each employee’s individual performance, this
voluntary supplementary bonus payment may amount
up to 65% of the gross monthly salary. If an employee
has not been with Essen Hyp during the entire business
year for which this bonus is granted, he receives a pro-

rata payment. Similar to the previous years, our non-
exempt employees will receive this bonus as a reward
for their performance in the year under review.

Professional personnel management. In 2004 we
continued to attach major importance to the imple-
mentation of professional personnel management
tools as part of our personnel management strategy.
We systematically and continuously review and
assess the available resources in terms of manage-
ment skills, qualification and social skills, as well

as the depth of expertise. We agree specific targets
with employees and continually adapt job profiles to
new challenges. This allows us to see which measures
need to be taken in terms of personnel development
and to align our further training and education pro-
grams to the specific requirements and prospects.
This approach ensures a transparent overview of

the available resources, providing our executive staff
with useful and precise information about the develop-
ment of their employees.

In 2004 we added a new feature to our electronic
time recording system, aiming to maximize the effi-
ciency of our capacity management. Each employee
and executive is responsible for updating and/or cor-
recting his working-time account, which is accessible
via his PC. This new tool is our central information
platform and ensures that the minimum number of
employees required for each organizational unit is
available at any time. Applications for leave are also
submitted and approved via this system. As a result,
this efficient digital tool reduces the workload of our
administrative units.
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An attractive and family-friendly employer. We offer jobs
to our employees and job beginners which are tailored
to their specific needs, such as to work part-time. We
promote equal opportunities and offer flexible and in-
dividual working-time models to better align family and
professional career. In 2004 a total of 22 employees,
including two employees who returned after six years
of family leave, benefited from these flexible working-
time models. For many years our employees have had
the opportunity of working partly in the office and
partly at home. Older employees can opt for a gradual
transition from their professional life to retirement by
agreeing partial retirement schemes or working-time
account models. Four employees used this option

in the year under review. It goes without saying that
retired employees are invited to the Essen Hyp’s work
outings and Christmas parties.

Promoting vocational training. Essen Hyp currently has
10 positions for young people who wish to start a
vocational training. Essen Hyp’s subsidiary, Essen
Hyp Immobilien GmbH, offers two additional places.
The trainees are candidates for employment in
banking, back office, data processing or real estate
management. We are committed to providing young
and ambitious people with a solid foundation for
their professional career. This is why Essen Hyp not
only created seven additional positions for young
trainees in 2004, but also offered some of these
places to trainees who do not have the qualification
to enter a university or college of further education
(Fachhochschule) which would normally be required.

We particularly welcome the fact that some of our
trainees, in addition to their training in the bank, have
decided to obtain a degree in business administration,
for instance at the Fachhochschule fiir Okonomie und
Management (FOM), a college for further education
specialized in economics and management. Today,

we have former trainees and FOM graduates amongst
our junior employees. We also employ student trainees
and interns completing retraining or integration pro-
grams. Finally, we offer internships to candidates
who have not completed schooling and/or complete
career guidance programs.

Training program for university graduates. Essen Hyp
offers graduates in economic sciences, mathematics
and law from universities and colleges of further
education the opportunity to complete a one-year
training program within the bank, allowing them

to make the first steps in their professional career.
These trainees are mostly employed in the following
Departments: Treasury, Corporate Management,
Controlling, Notifying and Credit Research, Inter-
national Asset Management and the Secretariat to
the Board of Managing Directors. This program also
includes workshops that are organized by the trainees
and aim at sharing the knowledge they acquired in
their respective fields of activity.

Further education ~ focus on interdisciplinary sharing of
knowledge. One of the key issues in our personnel
development activities in 2004 was the promotion
of interdisciplinary thinking and the transfer and
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sharing of knowledge on all management levels.

We are committed to making the expertise of our
employees available to the bank as a whole in a
systematic and efficient way. This includes the
management of employees, data, working procedures,
time and overall working environment.

Our further education and training programs in 2004
focused on the implementation of regulatory require-
ments, Basel 1I and rating analyses. We also had
seminars dealing with the Minimum Requirements
for Lending Operations (MaK), the Minimum Require-
ments for Trading Activities (MaH) and the [AS/IFRS
accounting standards. In addition, we offered seminars
on real estate financing in specific countries for
employees of the International Real Estate Financing
Division, language training and management seminars
for our executive staff.

In 2004 the staff of our Internal Audit Department
completed their training as Certified Internal Auditor
(CIA) and Certified Information Auditor (CISA).

New graduate course for Real Estate Finance Managers.
Five employees of Hypothekenbank in Essen AG
started a new part-time course of studies and intend
to graduate as Real Estate Finance Managers. This
program has been specifically designed for employees
of mortgage banks by the Association of German
Mortgage Banks (VDH) in coordination with the
Bankakademie Frankfurt, a training institution for
bank employees. The graduates acquire the requisites
to meet new challenges in modern real estate banking.

Issues covered include the processing of standardized
real estate loans, real estate investment banking, the
impact of Basel 1l and the increasing internationaliza-
tion of real estate financing. As Essen Hyp increasingly
focuses on international real estate financing, this
training scheme is particularly pertinent. The 18-month
modularized course of studies consists of phases of
private studies for which teaching material is provided
and on-campus workshops, including a written exam,
at the end of each phase of private studies. This is
supplemented by further training material on the web
and continuous communication with lecturers. The
course fits in with our commitment to meet new
challenges by systematically increasing the expertise
of our employees.

Corporate pension plan. Our permanent staff is not
only covered by the statutory pension scheme, but
also by a pension plan offered by the BVV Versiche-
rungsverein des Bankgewerbes a. G., a German
mutual insurance company for the banking industry.
Many of our employees opt for deferred compensation
and use a part of their salary to increase their old-age
provision, while taking advantage of the related tax
reductions. We additionally enter into pension agree-
ments with those executives who worked with Essen
Hyp for at least five years.

Number of staff increased. At year-end 2004 Hypo-
thekenbank in Essen AG employed 149 (134) staff.
This figure includes 10 trainees and 22 part-time
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employees, weighted at 0.5 according to their hours
worked. Without this weighting, the number of staff
comes to 160 (145).

We would like to extend our thanks to all employees
for the dedication they have shown in the business
year 2004. Essen Hyp would not have been able to
meet its ambitious targets without our employees’
outstanding personal commitment.

We would also like to extend our thanks to the Staff
Council for the ongoing dialogue and the responsible
and constructive cooperation.

Age pyramid
Age Total
61-65 2 (1.2%) 0 (0.0%) 2
56~60 6 (3.8%) 0 (0.0%) 6
51-55 4 (2.5%) 15
46-50 2 (1.2%) 9 (5.6 %) 11
41-45 16 {10.0%) 6 (3.8%) 22
36-40 20 (12.5%) 19 (11.9%) 39
31-35 16 (10.0%) 15 (9.4%) 31
25-30 10 (6.2%) 14 (8.7%) 24
<25 6 (3.8%) 4 (2.5%) 10
T 89(556%)  [EENANCERLN)
Male Female

Total: 160
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E

Application of statutory accounting rules

The annual accounts of Hypothekenbank in Essen AG have been compiled in accordance with the relevant provisions of the
German Commercial Code (HGB), the German Stock Corporation Act (AktG) and the German Mortgage Bank Act (HBG),
as well as in accordance with the Regulations for the Presentation of the Annual Accounts of German banks (RechKredV).
As a matter of principle, all details required by law that relate to individual items in the balance sheet and in the profit and
loss account are explained in the notes to the annual accounts.
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Balance sheet of Hypothekenbank in Essen AG as of December 31, 2004

Assets
revious year
€ € € € P €1,000
Cash reserve
a) cash on hand 2,307.06 5
b) balances with central banks 260,114,322.29 260,116,629.35 274666
of which: with Deutsche Bundesbank 260,114,322.29 (274,666)
Claims on banks
a) mortgage loans 1,692,014.21 2,092
b} public-sector loans 11,147,997,244.45 12,172,431
¢) other claims 4,886,899,011.53 16,036,588,270.19 5,635,938
of which: payable on demand 2,403,950,041.12 (2,014,490)
agarinst lending on securities 0.00 (0)
Claims on customers
a) mortgage loans 7,256,195,022.55 5,820,273
b) public-sector loans 21,053,895,328.60 22,591,478
¢) other claims 160,075,808.54 29,370,166,159.69 10,792
of which: against lending on securities 0.00 (0)
Bonds and other fixed income securities
a) bonds and notes
aa) issued by public-sector borrowers 14,864,032,309.39 11,070,182
of which: eligible as collateral
for Deutsche Bundesbank advances 5,911,301,465.01 (4,115,376)
ab) issued by other borrowers 15,624,333,691.37 30,588,365,900.76 14,109,090
of which: eligible as collateral
for Deutsche Bundesbank advances 9,171,818,785.30 (8,620,027)
b} bonds and notes issued
by Hypothekenbank in Essen AG 1,347.829,456.81 31,936,195,357.57 805,631
nominal amount 1,252,024,707.69 (760,217)
Shares and other variable-yield securities 1,086,327,829.86 1,103,578
Participating interests and trade investments 8,181.67 519
of which: in banks 0.00 0)
Holdings in affiliated companies 1,652,291.88 1,141

of which: in banks 0.00 (0)

Recovery claims on Federal and State

(Lander) authorities under post-war currency

reform acts, including bonds in exchange

for these 0.00 19,029
Intangible assets 237,994.00 0
Tangible assets 58,513,766.60 24,038
Other assets 154,539,052.86 144,184
Deferred items

a) from issuing and lending business 458,714,238.46 500,374
b) other 102.594,443.75 561,308,682.21 12,967
Total Assets

78,460,654,215.88 74,299,308
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Liabilities and Shareholders’ Equity

previous year

in €1,000
Liabilities to banks
a) registered mortgage Pfandbriefe issued 159,842,124.69 141,532
b) registered public-sector Pfandbriefe issued 721,176,989.88 522,925
c} other liabilities 14,160,148,164.08 15,041,167,278.65 11,745,991
of which: payable on demand 204,703,387.04 (149,628)
Liabilities to customers
a) registered mortgage Pfandbriefe issued 734,617,541.77 755,335
b) registered public-sector Pfandbriefe issued 2,458,734,368.95 1,867,756
¢} other liabilities 966,132,408.05 4,159,484,318.77 1,194,600
of which: payable on demand 3,065,5687.16 (5,148)
registered public-sector Pfandbriefe
given to lenders as security for loans
taken up 7,669,378.23 (7,669)
Securitized liabilities
bonds and notes issued
a) mortgage Pfandbriefe 3,278,341,953.97 1,805,901
b) public-sector Pfandbriefe 49,391,435,699.95 49,086,287
¢} other bonds and notes 5,728690,776.37 58,398,468,430.29 5,511,666
of which: money market paper 3,323,251,278.46 (5,150,058)
Other liabilities 62,331,728.63 73,569
Deferred items
a) from issuing and lending business 69,833,341.97 84,046
b) other 287,531.409.52 357,364,751.49 148,108
Provisions
a) pensions and similar commitments 2,602,614.00 2,264
b) tax provisions 6,242,000.00 6,927
c) other provisions 11,399.000.00 20,243,614.00 15,517
Subordinated liabilities 357,691,449.66 347,704
Profit-sharing certificates 319,028,044.39 324,141
of which: due within the next 2 years 30,677,512.87 (30,678)
Capital and reserves
a) subscribed capital 269,300,000.00 219,300
b) capital reserve 339,574,600.00 319,575
¢) revenue reserves
other revenue reserves 45,000,000.00 44,994
d) distributable profit 91,000,000.00 744,874,600.00 81,170
Total Liabilities and Shareholders’ Equity 79,460,654,215.88 74,299,308
Contingent liabilities
liabilities from guarantees and
indemnity agreements 1,651,847.38 9,041
Other commitments
irrevocable lending commitments 325,733,029.91 751,137
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Profit and loss account of Hypothekenbank in Essen AG for the period from January 1, 2004 to December 31, 2004

previous year

in €1,000
Interest income from
a) lending and money market transactions 1,559,315,979.93
b) fixed income securities
and government-inscribed debt 1,403,485,107.09 2,962,801,087.02 2,945 365
Interest paid -2.768,267.815.42 194,633,271.60 -2,778,009
Current income from
a) shares and other variable-yield securities 43,002,706.97 55,418
b) participating interests and trade investments 9,972.80 10
¢) holdings in affiliated companies 320,000.00 49,332,679.87 0
Commission received 4,218,732.00 4,829
Commission paid =13,185,064.08 -8,966,332.08 -14,113
Other operating income 6,210,189.76 7,620
General operating expenses
a) personnel expenses
aa) wages and salaries -11,396,060.23 ~9,720
ab) compulsory social security contributions,
expenses for pensions
and other employee benefits -2,284599.42 -13,680,668.65 -2,387
of which: for pensions -690,431.70 (-930)
b} other administrative expenses -11,039,925.39 -24,720,594.04 -11,256
Depreciation on and value adjustments
to intangible and tangible assets -13,033,067.25 -2,164
Other operating expenses -10,529,5623.03 -7,118
Write-downs of and value adjustments
to claims and certain securities,
as well as additions to the provision
for possible loan losses -64,248,587.75 -72,032
Income from write-ups to participating interests
and trade investments, holdings in affiliated
companies and securities treated as assets 0.00 2,178
Result arising from ordinary business activity 128,578,037.08 118,621
Income tax -37,421,602.75 -37,015
Other taxes, unless already shown
under ‘Other operating expenses’ =156.434.33 -37,578,037.08 -436
Net income 91,000,000.00 81,170
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Accounting and valuation methods

All assets appear at their nominal value pursuant to Section 340e (2) of the German
Commercial Code (HGB). The difference between the amount actually paid out and
the nominal value is shown under ‘Deferred items’. All recognizable individual risks
in the lending business have been covered by the creation of individual value adjust-
ments and provisions. For latent credit risks in the mortgage business, overall value
adjustments were made to the extent permitted under tax legislation. As a provision
for special risks inherent in banking activities, we have set up reserves pursuant to
Section 340f of the German Commercial Code.

If assigned to the reserves held for liquidity purposes, bonds and other fixed income
securities have been valued according to the lower-of-cost-or-market principle
(Section 253 (3) and 280 of the German Commercial Code). The fixed income
securities assigned to fixed assets and investments have been valued at the adjusted
purchase price. Premiums and discounts were spread over the securities’ lives to
maturity and were netted in the net interest income. Moreover, all securities, including
derivatives which serve to hedge interest rate or currency risks, have been grouped
into valuation units and valued at their adjusted purchase price.

The fund units included in the item ‘Shares and other variable-yield securities’ have
been completely allocated to the liquidity reserves and have been valued according
to the lower-of-cost-or-market principle.

Participating interests and trade investments, as well as holdings in affiliated com-
panies, have been included on the asset side of the balance sheet at their purchase
price.

In accordance with their normal operating life, tangible assets are shown at their
purchase price or manufacturing cost, less regular depreciation, or less the depreciation
that is permissible under tax legislation if higher. In addition to regular depreciation
we have also made use of the simplification under Section 6 (2) of the German Income
Tax Act (EStG) for writing off minor-value assets. Special write-offs pursuant to
Section 253 (2) of the German Commercial Code have been made to two properties
reported under tangible assets, due to their permanent decrease in value.

Properties shown in the current assets (and which have been taken over to prevent
losses) have been written off to the lower applicable asset value pursuant to Section
253 (3) of the German Commercial Code on the balance sheet date.

All liabilities are shown on the liabilities side of the balance sheet at the respective
amounts to be repaid. The difference between the nominal value and the issue price
of liabilities is shown under ‘Deferred items’. Zero bonds are capitalized at cost
price plus pro-rata interest, according to their issuance yields.

Provisions for contingent liabilities were made to cover expected losses.
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Provisions for pension commitments have been calculated by applying ‘Table 98’
(Heubeck), their partial value having been determined according to the principles
of actuarial science at a basic interest rate of 6 %.

Pursuant to Section 340h (1) of the German Commercial Code, all balance sheet
items denominated in foreign currencies have been converted at the euro foreign
exchange reference rate of the European Central Bank (ECB) on the balance sheet
date. All foreign currency items have been hedged by currency swaps. Income and
expenses deriving from the valuation of these items offset each other.

Derivative transactions that aim to hedge interest rate, market, currency or counter-
party risks are not subject to a separate valuation. As they are so-called open contracts
they are not shown in the balance sheet.

When reporting the provision for possible loan losses, we netted income and expenses
pursuant to the option in Section 340f (3) of the German Commercial Code.
Having revised the presentation of our balance sheet, we modified the presentation
of the previous years’ figures for the following balance sheet items:

— Other claims on banks

— Other liabilities to banks

— Other assets

— Other liabilities

(Unlike in the previous year, foreign currency swap positions in valuation units are
shown as gross figures.)

— Bonds and other fixed income securities

— Deferred items

(Securities in valuation units have been valued at their adjusted purchase price. In
the previous year, premiums and discounts were shown under ‘Deferred items’.)
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Maturity structure

The claims and liabilities shown below are classified according to their remaining

time to maturity or periods of notice.

Breakdown by remaining time to maturity in€m
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Payable Up to More than More than 5 years
on demand 3 months 3 months, 1 year, and more
up to 1 year up to b years
Claims on banks 2,403.9 24955 716.6 4,257.4 6,163.2
Claims on customers 3113 1,929.2 2,120.4 11,0184 18,990.9
Liabilities to banks 204.7 13,164.2 832.2 506.9 333.2
Liabilities to customers 4.0 536.3 721.8 955.1 1,942.3
Due in 2005
Bonds and other fixed income securities 1,816.6
lssued securities 20,160.9
Claims on/liabilities to affiliated companies/participating interests in€m
Total Of which: Of which:
on/to affiliated on/to companies in
companies which participating
interests are held
Claims on
—~ banks 16,036.6 445.8 —
- customers 29,370.2 305.3 —_
Bonds and other fixed income securities 31,936.2 — -
Liabilities to
- banks 15,0412 625.0 _
- customers 41595 —_ —
Securitized liabilities 58,398.5 — —
Subordinated liabilities 357.7 — -

The claims on and liabilities to affiliated companies are non-securitized claims

and liabilities.
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Negotiable securities in €1,000

Total Negotiable on a Listedona  Not listed on a
stock exchange  stock exchange  stock exchange

Bonds and other fixed income securities 31,936,195.4 31,936,195.4 31,483,793.4 452,402.0
Nominal value 32,487,308.2 32,487,308.2 32,031,903.2 455,405.0
Shares and other variable-yield securities 1,086,328 — — —
Fund units 16,372,718 — — —
Participating interests and trade investments 8.2 — — -
Nominal value 41.4 — — -
Holdings in affiliated companies 1,652.3 — - -
Nominal value 640.3 — — —

The item ‘Participating interests and trade investments’ includes our share in the
‘BNL-Beteiligungsgesellschaft Neue Lander GmbH & Co. KG i.L., Berlin’ and
our share in the ‘Borse Diisseldorf AG, Diisseldorf”.

Holdings in affiliated companies in €1,000

Share of Equity capital Net income

capital held for 2004

REGINA Finanz- und Versicherungsvermittiung GmbH, Essen 100% 574.0 40.2
Essen Hyp Immobilien GmbH, Essen 100% 886.3 49.2
Immobilien Expertise GmbH, Essen 100% 568.1 427.0
TIGNATO Beteiligungsgesellschaft mbH & Co. KG KéInTurm MediaPark KG, Diisseldorf 100% 4,635.0' -2,896.4'

' preliminary figures

Repurchase agreements
As of the balance sheet date, securities with a nominal value of €210m (book value:
€208.1m) were sold under agreements to repurchase.

Assets transferred as security

Essen Hyp pledged fixed income securities to a nominal amount of €9,415m, of
which €8,978m in a pledged account with the Deutsche Bundesbarnk. In addition,
variable-yield securities (fund units) amounting to €324m were pledged. These
securities serve to secure liabilities to other banks. Furthermore, cash collateral
of €2,192m was provided in order to secure liabilities resulting from financial
futures transactions.
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Cther assets

This entry mainly comprises an offsetting item resulting from the valuation of
foreign currency swaps, four commercial properties taken over to prevent losses,
and tax refund claims.

Changes in the book value of fixed assets in €1,000

Participating Holdings Intangible Tangible Bonds
interests and in affiliated assets assets and notes
trade investments companies
Purchase price/production cost
carried forward on January 1, 2004 519.5 1,141.0 — 55,320.0 5,147,191.1
Additions in 2004 ‘ - - 266.0 41,6835 683,052.6
Disposals in 2004 — — — 7345 1,273,390.0
Reclassification in 2004 -511.3 511.3 — — —
Total write-offs — —_— 28.0 42 665.2 28,054.0
Net book value as of December 31, 2004 8.2 1,652.3 238.0 53,5138 4,528,799.7
Net book value as of December 31, 2003 519.5 1,141.0 — 24,937.6 5,129,840.6
Write-offs in 2004 — — 28.0 13,0056.1 16,893.6

Minor-value assets are included under ‘Additions’ in the year under review and were
written off completely. These write-offs were subsumed under ‘Disposals’ in the
respective financial year.

The additions to our tangible assets mainly comprise the regrouping of two proper-
ties taken over by the bank to prevent losses and transferred from current to fixed
assets. A special write-off of €10.4m on these two assets is included in the write-
offs on tangible assets.

Tangible assets also include the land and buildings, which are used by the bank as
business premises, amounting to € 12.5m. The book value of the bank’s furniture and
equipment is €2.6m.

Premiums and discounts relating to the purchase of bonds and notes were spread
over the securities’ lives to maturity. They are reported as income and expenses equi-
valent to interest in the profit and loss account, and as write-offs in the overview of

- the changes in the book value of fixed assets.

We abstained from making special write-offs totaling €2.05m pursuant to Section
253 (2) (3) of the German Commercial Code, given that the relating decline in value
1s not expected to be permanent.

Depreciation for tax reasons

Pursuant to the principles of Section 7 (5) of the German Income Tax Act (EStG),
the declining balance method has been applied to depreciate our properties in Essen,
Gildehofstrasse 1 and Gildehofstrasse 2. The amount written off was €1.4m.
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Deferred items ine€m

Assets

Premiums relating to claims 281.8
Discounts relating to bonds issued 176.9
Total 458.7
Liabilities

Discounts relating to claims 64.2
Premiums relating to bonds issued 5.6
Total 69.8

Other liabilities to banks

This item comprises, inter alia, open-market transactions totaling €9.2bn. The volume
of securities deposited on a pledged account with the Deutsche Bundesbank was
€9.8bn. Also included in this item are term money borrowings and loans taken out,
as well as pro-rata interest and interest due on swap transactions.

Other liabilities

This item mainly comprises pro-rata interest and interest due on subordinated liabilities
and on profit-sharing certificates outstanding, as well as the offsetting item resulting
from the valuation of foreign currency swaps.

Subordinated liabilities

In case of bankruptcy or liquidation of Essen Hyp, subordinated liabilities are not
considered for repayment until all creditors of non-subordinated claims have been
satisfied. Early repayment is ruled out. The interest and discount expenditure for
all subordinated loans was €21.3m.

The individual subordinated loans do not exceed the 10% limit of the total.

Profit-sharing certificates

As at December 31, 2004, €91.6m of the profit-sharing certificates totaling €200m,
authorized on March 22, 2000, had been placed. The remaining authorized amount
thus stands at €108.4m.
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Subscribed capital/authorized capital

The General Meeting of March 22, 2000 authorized the Board of Managing Directors
with the approval of the Supervisory Board to increase the share capital of the bank
by a maximum nominal amount of €50m through the issue of new shares for cash
in either one or several tranches by March 21, 2005. With the approval of the Super-
visory Board, the Board of Managing Directors made use of this authorization by
increasing the bank’s share capital by € 18m up to now. Accordingly, the remaining
amount of authorized capital is €32m.

The Annual General Meeting on March 18, 2004 decided to increase the bank’s
capital for a contribution in cash by €50m to 140%.

The bank’s subscribed capital thus stands at €269.3m.

Number and denomination of shares

The bank’s subscribed capital of €269.3m is split in 269,300,000 registered shares
of €1 each. The capital is fully paid up.

Capital reserve in€m

95

The bank’s capital reserve has changed as follows:

Balance carried forward on January 1, 2004

319.6

Allocations in 2004

20.0

Balance as of December 31, 2004

339.6

Revenue reserves

In order to reach an even amount, the General Meeting decided to add €6,000 of the
net income for 2003 to the revenue reserves. Accordingly, the revenue reserves stood
at €45m as at year-end 2004.

Contingent liabilities
This item does not include any significant individual amount.

Other commitments in €m

Total irrevocable lending commitments:

Mortgage loans

325.2

Public-sector loans

0.5

Total

325.7
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Personnel expenses

In 2004 personnel expenses totaled €13,680,669. This includes the total compensation
of €1,404,647 received by the members of the Board of Managing Directors. This
figure includes performance-related payments totaling € 588,466.

Payments to former members of the Board of Managing Directors totaled €84,671.
The reserve for these payments amounts to €340,000.

Other adminisirative expenses

The other administrative expenses for the bank’s operations amounted to €11,039,925
including the compensation of € 194,230 received by the members of the Supervisory
Board. This figure includes performance-related payments totaling € 88,000.

Other operating income and expenses

Other operating income mainly relates to rental income and income from servicing
agreements. Other operating expenses mainly refer to the outsourcing costs of the
processing and administration of home loans secured by mortgages. In addition, this
item includes special write-offs on properties taken over by the bank to prevent losses
and are reported under current assets.

Furthermore, this item includes the pro-rata operating costs paid by our tenants, as
well as maintenance costs relating to our properties.

income tax

Income tax has been allocated to the result arising from ordinary business activities.
A tax group (Organschaft) with the Commerzbank AG for turnover or trade tax
consolidation purposes has not been formed.

Appropriation of profit
The entire net income under review, amounting to €91,000,000, is distributable profit.
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Cover poci of our public-sector Pfandbriefe Ordinary cover in €1,000
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Claims on banks

- public-sector loans 10,800,864
Claims on customers

- mortgage loans (guaranteed by public-sector bodies) 16,488
- public-sector loans 21,117,750
Bonds and other fixed income securities (book value in €1,000: 20,878,740) 20,770,429
Total 52,705,531
Cover pool of our public-sector Pfandbriefe Substitute cover in €1,000

Other claims on banks —
Total —
Total value of cover 52,705,631
Total volume of public-sector Pfandbriefe requiring cover 51,340,378
Surplus cover 1,365,153
Cover pool of our mortgage Pfandbriefe Ordinary cover in €1,000

Claims on customers

- mortgage foans 4,037,890
Tangible assets {fland charges on property owned by the bank) 17,486
Total 4,055,376
Cover pool of our mortgage Prandbriefe Substitute cover in €1,000

Bonds and other fixed income securities 425,000
Total 425,000
Total value of cover 4,480,376
Total volume of mortgage Pfandbriefe requiring cover 4,127,597
Surplus cover 352,779
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Breakdown of mortgages serving as cover - by Federal States/EU

Quantity in€m
Baden-Wiirttemberg 2,569 256.2
Bavaria 2,537 322.6
Berlin 863 209.9
Brandenburg 1,188 102.9
Bremen 417 33.7
Hamburg 752 110.6
Hesse 2,688 336.5
Lower Saxony 4,028 549.3
Mecklenburg-Western Pomerania 534 52.8
North Rhine-Westphalia 14,264 1,676.0
Rhineland-Palatinate 962 80.1
Saarland 419 32.0
Saxony 736 96.4
Saxony-Anhalt 367 48.3
Schleswig-Holstein 2,132 169.7
Thuringia 477 59.8
EU member states 8 18.8
Total 34,937 4,055.4
Breakdown of mortgages serving as cover - by type of property in € m
The portfolio of mortgage loans covering mortgage Pfandbriefe comprises:
Commercial properties 808.0
Residential properties 3,240.0
Mortgages on building sites 0.1
Buildings under construction, not yet generating earnings 6.3
Total 4,055.4




Notes_Other Uetalls

Breakdown of mortgages serving as cover — by lean size
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€ Quantity in €m
Up to 50,000 8,111 240.4
Up to 500,000 26,488 2,582.6
More than 500,000 338 1,2324
Total 34,937 4,055.4
Breakdown of public-sector loans serving as cover — by borrower including bonds and notes
Quantity in€m
The German Federal Government and the Federal Government's Special Fund 30 1,439.1
German Federal States (Ldnder) 545 20,282.3
Towns and municipalities’ - 1,134 4,540.3
Public-sector banks 729 19,2264
Loans to EU member states 174 8,344.4
Other loans to foreign countries 50 856.5
Mortgage loans guaranteed by public-sector bodies 48 16.5
Total 2,710 52,705.5

'including municipal special purpose associations, municipalities and associations of municipal authorities, loans guaranteed

by municipal authorities, non-profit organizations, insurance companies governed by public law and other financing institutions

Compulsory sales/administration On December 31, 2004 the following were pending:

Compulsory Administration Compulsory Total number Compulsory

sales sales and of cases sales effected

administration in' 2004

Residential properties 41 4 20 65 16
Commercial properties 3 7 14 24 3
Total 44 11 34 89 19

To prevent losses from being incurred, Essen Hyp took possession of a building site
held under a ground lease and used for residential purposes in 2004.
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interest in arrears

On the balance sheet date, the mortgage lending business reported interest in arrears
for more than three months of €0.6m. €0.5m thereof relates to commercial properties,
€0.1m to residential properties.

Mortgage repayments in€m

Repayments during 2004:

Through amortization 319.0
Other 459.5
Total 778.5

Financial derivatives in€m

Nominal amount Market value

Remaining time to maturity

Interest-based transactions: <=1 year 1-5 years > 5 years Total Positive Negative Total
Interest rate swaps (same currency) 16,329 116,125 86,716 219,170 3,728 -7,146 -3,418
Interest rate option sales 5 897 3,405 4,307 71 -486 —-415
Credit default swap — — 72 72 0 0 0
Other interest contracts — 869 100 969 7 -7 0
Currency-based transactions:

Currency swaps 1,308 269 1,693 3,270 78 -66 12
Total 17,642 118,160 91,986 227788 3,884 -7,705 -3,821

All derivatives serve to hedge interest rate and market price fluctuations, as well as
currency risks. We have not traded in financial derivatives. The negative market
values of the derivatives are offset by valuation reserves from the underlying trans-
actions in the valuation units and by valuation reserves in our loan and securities
portfolios, which were covered as a part of our macro hedging. The overall market
value of all interest-bearing transactions of our bank is clearly positive.
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Breakdown of pariners in financial derivatives in €m

Volume
OECD banks 227,788
In accordance with Grundsatz I, the counterparty risk is calculated by applying
the mark-to-market method and totals € 984m. First, we have determined the positive
market values, taking into account counterparty netting agreements. These figures
were increased by the premium which applies to the relevant counterparty.
Total volume of foreign currency positions in € m
Assets 1,698.6
Liabilities 732.7
All foreign currency positions have been hedged by corresponding rate-hedging
transactions in order to eliminate currency risks.
Loans to Board members in€m
Board of Managing Directors 1.7
Supervisory Board 18.3
Total 20.0

Average number of staff

Collectively negotiated
salaries (non-exempt)

Individually agreed
salaries (exempt)

Full-time staff 76 49
Trainees 6 -
Part-time staff 9 2
Total 91 51

The average number of staff employed in 2004 was 142.
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Statement in accordance with Section 20 (1) and (4) of the German Stock
Corporation Act (AkiG)

We were informed by the Commerzbank AG, Frankfurt, that it holds more than 50%
of the shares issued by our company. Additionally, we were informed by the Helvetic
Grundbesitz Verwaltung GmbH, Berlin, that it holds more than 25% of the shares
issued by our company.

Corporate Governance Code - Declaration of Compliance in accordance with
Section 161 of the German Stock Corporation Act (AkiG)

The Board of Managing Directors and the Supervisory Board of Hypothekenbank
in Essen AG issued a Declaration of Compliance in accordance with Section 161
of the German Stock Corporation Act (4kfG), which can be viewed on our company
website www.essenhyp.com.

Commitments to affiliated companies

We have committed ourselves to bear any and all losses of our affiliated company
TIGNATO Beteiligungsgesellschaft mbH & Co. KG KolnTurm MediaPark KG,
Disseldorf,

Other commitments
Our payment obligations under rent and license agreements total €1.3m p.a. for the
next three years.

Consolidated annual accounts

Commerzbank AG, Frankfurt am Main, holds an interest of more than 50% in

our company.

The present annual accounts of Essen Hyp will be included in the consolidated
anmual accounts of the Commerzbank Group, which have been compiled in accordance
with the adopted and published International Accounting Standards (IAS) and/or
the International Financial Reporting Standards (IFRS). Any accounting, valuation
and consolidation methods applied in these IAS/IFRS accounts, which deviate from
German law, are explained in the notes to the consolidated annual accounts.

Our subsidiaries REGINA Finanz- und Versicherungsvermittlung GmbH, Essen,
Essen Hyp Immobilien GmbH, Essen, Immobilien Expertise GmbH, Essen, and
TIGNATO Beteiligungsgesellschaft mbH & Co. KG KéInTurm MediaPark KG,
Diisseldorf, are not included in the consolidated annual accounts of the Commerz-
bank Group.

The consolidated annual accounts of the Commerzbank Group as of December 31,
2003 were deposited with the local court (Amisgericht) of Frankfurt am Main, HRB
(Register of Companies) No. 32000, and published in the Federal Gazette (Bundes-
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anzeiger) No. 122, dated July 3, 2004, pages 13,024 to 13,064. The consolidated
annual accounts as of December 31, 2004 will also be deposited with the local
court (Amtsgericht) Frankfurt am Main and published in the Federal Gazette
(Bundesanzeiger).

Seats on Supervisory Boards and other Supervisory Committees

Hubert Schulte-Kemper

— neuma — Neue Marler Baugeselischaft mbH; Chairman of the Supervisory Board
(until December 17, 2004)

— Vestische Straflenbahnen GmbH; Chairman of the Supervisory Board

Harald Pohl
— Erste Europdische Pfandbrief- und Kommunalkreditbank Aktiengesellschaft
in Luxemburg; Member of the Board of Directors (until December 31, 2004)
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Supervisory Board

ANDREAS DE MAIZIERE
Chairman (since March 18, 2004);

Member of the Board of Managing Directors,

Commerzbank AG

DR. AXEL FRHR. V. RUEDORFFER
Chairman (until March 18, 2004);
Member of the Central Advisory Board,
Commerzbank AG

DIPL.-OEC. BERTA SCHUPPLI
Deputy Chairman

DIETER DISSE
Bank Employee

UTE GIBBELS
Bank Employee

DR. RENATE KRUMMER
(since March 18, 2004)
Executive Vice President, Group Strategy

and Controlling, Commerzbank AG

DR. ERIC STRUTZ

Member of the Board of Managing Directors,

Commerzbank AG

Essen, February 17, 2005

Hypothekenbank in Essen Aktiengesellschaft

The Board of Managing Directors

JSill~fom I

Schulte-Kemper

Frohner

Board of Managing Directors

HUBERT SCHULTE-KEMPER

Chairman

MICHAEL FROHNER

HARALD POHL
(until December 31, 2004)




Auditors’ Certificate

Auditors’ Certificate

“We have audited the annual accounts, the books
of account and the management report of Hypo-
thekenbank in Essen AG for the financial year from
January 1, 2004 to December 31, 2004. The main-
tenance of the books and records and the preparation
of the annual accounts and management report in
accordance with German commercial law and the
additional provisions of the Articles of Association
are the responsibility of the Company’s Board of
Managing Directors. Our responsibility is to express,
on the basis of our audit, an opinion on the annual
accounts, including the books of account, and on the
management report.

We conducted our audit of the annual accounts

in accordance with Section 317 of the German
Commercial Code (HGB) and the generally accepted
German standards for the audit of annual accounts
promulgated by the German Institute of Auditors
(Institut der Wirtschaftspriifer, IDW). These standards
require that we plan and perform the audit such that
misstatements materially affecting the presentation
of the net assets, financial positions and results of
operations in the annual accounts — in accordance
with the German principles of proper accounting —
and in the management report are detected with
reasonable assurance. Knowledge of the business
activities and the economic and legal environment of

the Company and evaluations of possible misstatements

are taken into account in the determination of audit
procedures. Within the framework of the audit, the
effectiveness of the internal control system and the
evidence supporting the disclosures in the books and
records, the annual accounts and the management
report are examined primarily on a sample basis. The
audit includes assessing the accounting principles
used and significant estimates made by the Board of
Managing Directors as well as evaluating the overall

presentation of the annual accounts and management
report. We believe that our audit provides a reasonable
and safe basis for our opinion.

Our audit has not led to any reservations.

In our opinion, the annual accounts give a true and
fair view of the net assets, financial position and
results of operations of the Company in accordance
with the German principles of proper accounting.

On the whole, the management report provides an
accurate understanding of the Company’s position
and suitably presents the risks of future development.”

Diisseldorf, February 21, 2005

PwC Deutsche Revision Aktiengesellschaft
Wirtschaftspriifungsgesellschaft

A ppa.

Dr. Erner
Auditor

ppa. Meteling
Auditor
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Report of the Supervisory Board

The Supervisory Board carried out its duties in
accordance with applicable law and the bank’s statutes,
constantly supervising the conduct of the bank’s
affairs. In four meetings and numerous individual
discussions the Supervisory Board was informed by
the Board of Managing Directors about the business
policy, basic management issues, the situation and
development of the bank and major business trans-
actions. All these topics were thoroughly discussed
with the Board of Managing Directors.

The Supervisory Board appointed a Presiding Com-
mittee and a Risk Committee staffed with members
of the Board. In 2004, the Presiding Committee met
three times. In four meetings, the Risk Committee,
previously named ‘Credit Committee’, dealt with risk
management issues, such as market, liquidity, credit
and counterparty risks, as well as operational and
other risks. In the periods between meetings, loans
requiring approval were submitted and approved by
exchange of letters.

Pursuant to Section 161 of the German Stock Cor-
poration Act (4ktG), the Supervisory Board and the
Board of Managing Directors are required to issue

a Declaration of Compliance confirming that the
recommendations of the German Governance Code
Commission have been met and, if applicable, indica-
ting which recommendations have not been complied
with.

The Corporate Governance Code of Hypothekenbank
in Essen AG complies with the recommendations of
the German Governance Code Commission publis-
hed on May 21, 2003, except for those restrictions
which relate to the fact that Essen Hyp is not a German
listed company and does not produce consolidated
accounts, and except also for those disclosed to the

public on Essen Hyp’s website (www.essenhyp.com).
In the year under review there were no conflicts of
interest of the members of the Supervisory Board.
The annual accounts and the management report

for the financial year 2004 were audited by PwC
Deutsche Revision Aktiengeselischaft, Wirtschafts-
prifungsgesellschaft, Frankfurt am Main, appointed
as auditors at the AGM, and received their unqualified
certification. The annual accounts, the management
report and the auditors’ reports were made available
to all members of the Supervisory Board in good
time for the relevant Board meeting. The auditors
were available to inform the Supervisory Board about
important results from their audit and to answer
questions. The Supervisory Board has signified its
agreement with the results of the audit.

The Supervisory Board’s final examination of the
annual accounts, its management report and the pro-
posals as to the appropriation of the distributable profit
has revealed no cause for objections.

The Supervisory Board has approved the annual
accounts presented by the Board of Managing Direc-
tors. Accordingly they may be regarded as adopted.
The Supervisory Board concurs with the proposal

of the Board of Managing Directors as to the profit
appropriation. Pursuant to Section 312 of the German
Stock Corporation Act (4ktG), the Board of Managing
Directors also prepared a report on relations with
affiliated companies and presented it to the Super-
visory Board, together with the corresponding audi-
tors’ report by PwC Deutsche Revision Aktiengesell-
schaft, Wirtschaftspriifungsgesellschaft, Frankfurt

am Main.

The Supervisory Board has examined and approved
the report of the Board of Managing Directors as
well as the findings of the auditors’ report. The auditors
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have provided the following certification for the
report of the Board of Managing Directors on the
bank’s relations with affiliated companies: “Having
conducted our audit and evaluation in accordance
with professional auditing standards, we confirm that
1. The actual details of the report are accurate;
2. The company’s consideration in the transactions
detailed in the report was not unreasonably high.”
Following the final results of its examination, the
Supervisory Board has raised no objections as regards
the declaration of the Board of Managing Directors
in its report on relations with affiliated companies.
The Supervisory Board wishes to express its thanks
and appreciation to the Board of Managing Directors
and the bank’s staff for their outstanding efforts.
Particular thanks are extended to Mr. Harald Pohl.
Mr. Harald Pohl had been appointed member of the
Board of Managing Directors of Hypothekenbank
in Essen AG in mid-1999 and since has.made an
important contribution to Essen Hyp’s success.
At year-end 2004 he resigned from the Board of
Managing Directors at his own request.
Having reached retirement age, Dr. Axel Frhr. v.
Ruedorffer resigned from the Supervisory Board of
Hypothekenbank in Essen AG on March 18, 2004.
Appointed member of the Supervisory Board of
Hypothekenbank in Essen AG in 1997 and Chairman
of the Supervisory Board and its Committees in
2001, Dr. Axel Frhr. v. Ruedorffer has had a major
impact on the bank’s development. The Supervisory
Board and the Board of Managing Directors would
like to extend their thanks to Dr. v. Ruedorffer for
his outstanding commitment in assisting the bank’s
activities with his remarkable expertise and construc-
tive criticism. Dr. v. Ruedorffer has been appointed
Chairman of the Advisory Council and will thus

continue to play an active role in the further develop-
ment of Essen Hyp.

On March 18, 2004, the General Meeting elected

Dr. Renate Kriimmer to the Supervisory Board for
the remaining term of office of Dr. v. Ruedorffer.

Essen, March 17, 2005

The Supervisory Board

(/%A;fuk,& 5@, M@@M

(Chairman)
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Corporate Governance Code of Hypothekenbank
in Essen Aktiengesellschaft, Essen

1. Preamble

1.1 Implementation of the German Corporate Governance
Code

The German Corporate Governance Code Commission
(the “Code Commission”) set up by the German
government, presented the German Corporate
Governance Code on February 26, 2002. This Code
of best practice describes key statutory provisions for
the management and supervision of German listed
companies and embodies internationally and natio-
nally recognized standards for good and responsible
governance. It is intended to make the German system
of corporate governance transparent and under-
standable, and also to promote the trust of inter-
national and national investors, customers, employees
and the general public in the management and super-
vision of listed companies.
The German Corporate Governance Code contains
the following three elements:
+ a presentation of applicable law
» recommendations of the Code Commission
regarding the management and supervision
of companies
* suggestions
This Code of best practice, as amended on Novem-
ber 7, 2002, has been officially published by the
Federal Ministry of Justice, and is complemented
by a provision in the German Stock Corporation Act
(AktG) pursuant to which the Board of Managing
Directors and the Supervisory Board of listed stock
corporations (Aktiengesellschaften) are required to
declare every year whether these recommendations
were complied with and which recommendations
were not applied (the “comply or explain declaration™).

The shares of Hypothekenbank in Essen Aktien-
gesellschaft (hereinafter also referred to as “Essen
Hyp” or “bank’) are not listed on a stock exchange.
At present, Hypothekenbank in Essen Aktiengesell-
schaft has only two shareholder groups: Commerz-
bank Aktiengesellschaft, with a majority stake, and
the Schuppli Group holding the remaining shares.
This is why certain legal requirements and stipulations
set out in the German Corporate Governance Code,
which are applicable to German listed companies,
are not relevant to Essen Hyp.

Nevertheless, Hypothekenbank in Essen Aktien-
gesellschaft expressly welcomes and supports the
German Corporate Governance Code and the goals
and objectives it pursues. The Corporate Governance
Code of Hypothekenbank in Essen Aktiengesellschaft
(hereinafter referred to as the “Code”) complies with
the requirements set out in the German Corporate
Governance Code, except from those restrictions which
relate to the fact that Essen Hyp is not a German
listed company and does not set up consolidated
accounts.

The Code clarifies the rights of shareholders who
provide Essen Hyp with the necessary equity capital
and bear the entrepreneurial risk. At the same time, it
presents the rules set out in the Articles of Association
and the rules of procedure for the Supervisory Board
and the Board of Managing Directors.

1.2 Board system of Hypothekenbank in Essen
Aktiengesellschaft

A dual board system is prescribed by law for Hypo-
thekenbank in Essen Aktiengesellschaft as a German
stock corporation.

The Board of Managing Directors is responsible

for managing the company. Its members are jointly
accountable for the management of the company,
whereby the individual members are responsible for
the areas assigned to them within the framework of
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Board resolutions. The Chairman of the Board of
Managing Directors coordinates the work of the
Board members. Subject to certain legal provisions,
such as Section 15 of the German Banking Act (KWG),
Board resolutions are passed with the majority of
votes cast.

The Supervisory Board appoints, supervises and
advises the members of the Board of Managing
Directors and is directly involved in decisions of
fundamental importance to the company. The Chair-
man of the Supervisory Board coordinates the work
of the Supervisory Board.

Two thirds of the members of the Supervisory Board
are elected by the shareholders at the General Meeting.
The two remaining members of the Supervisory
Board are staff representatives who are elected by the
bank’s employees at a secret ballot. The Chairman of
the Supervisory Board is appointed by the Commerz-
bank Aktiengesellschaft, being the majority share-
holder. His deputy is appointed by the minority
shareholder. Subject to certain legal provisions,
Supervisory Board resolutions are passed with the
majority of votes cast. In the case of a tie — also at
elections — the Chairman of the meeting has the
casting vote. Both, the representatives elected by the
shareholders and the staff representatives are obliged
to act in the company’s best interests.

The company’s accounting follows the ‘true and fair
view’ principle and presents a view of the company’s
net assets, financial position and earnings situation
that corresponds to the actual circumstances.

As a rule this Code will be reviewed and, if necessary,
adjusted once a year in the light of national and inter-
national developments and changes within the com-

pany.
2. Shareholders and General Meeting
2.1 Shareholders

2.1.1 Shareholders exercise their rights at the General
Meeting and vote there.

2.1.2 Each share carries one vote. There are no shares
with multiple voting rights, preferential voting rights
(golden shares) or maximum voting rights.

2.2 General Meeting

2.2.1 The Board of Managing Directors submits the
Annual Financial Statements to the General Meeting.
The General Meeting decides on the appropriation of
profit and the discharge of the acts of the Board of
Managing Directors and of the Supervisory Board.

It also elects the shareholders’ representatives to the
Supervisory Board and the auditors.

Furthermore, the General Meeting decides on the
Articles of Association, the object of the company,
amendments to the Articles of Association and essential
corporate measures such as, in particular, inter-com-
pany agreements and transformations and the issuance
of new shares, convertible bonds, bonds with warrants
and profit-sharing certificates, or it authorizes the
Board of Managing Directors to issue them with the
approval of the Supervisory Board. In addition, the
General Meeting decides on the authorization to
purchase own shares.

2.2.2 When new shares are issued, shareholders shall
have a subscription right reflecting their respective
share of the equity capital, unless the General Meeting
decides otherwise.

2.2.3 Each shareholder is entitled to participate in the
General Meeting, to take the floor on matters on the
agenda and to submit materially relevant questions
and proposals.

2.2.4 The Chairman of the General Meeting shall
ensure that the meeting runs smoothly.

2.3 Invitation to the General Meeting, Proxies

2.3.1 The Board of Managing Directors shall convene
the General Meeting at least once a year, giving
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details of the agenda. A quorum of shareholders is
entitled to require that a General Meeting be convened
and the agenda extended. The Board of Managing
Directors shall not only make available the reports
and documents that are required by law for the General
Meeting, including the Annual Report, during the
meeting itself, but also send them to the sharcholders
on request.

2.3.2 The bank facilitates the personal exercising of
sharcholders’ rights and also assists the sharcholders
in the use of proxies. The Board of Managing Directors
arranges for the appointment of a representative to
exercise shareholders’ voting rights in accordance
with their instructions.

3. Cooperation between the Board of Managing
Directors and the Supervisory Board

3.1 The Board of Managing Directors and the Super-
visory Board shall cooperate closely to the benefit of
the company.

3.2 The Board of Managing Directors coordinates the
bank’s business strategy with the Supervisory Board

and discusses the current state of strategy implemen-
tation with the Supervisory Board at regular intervals.

3.3 Pursuant to specific provisions set out in the
Articles of Association, by the Supervisory Board
and in the German Banking Act (KWG), transactions
of fundamental importance require the approval of
the Supervisory Board. These transactions include
decisions or measures which fundamentally alter the
company’s asset, financial or earnings situation, as
well as fundamental credit decisions.

3.4 Providing the Supervisory Board with sufficient
information is the joint responsibility of the Board
of Managing Directors and the Supervisory Board.
The Board of Managing Directors shall inform the
Supervisory Board regularly, without delay and com-
prehensively, about all issues that are relevant to

Essen Hyp with regard to planning, business develop-
ment, the risk situation and risk management. The
Board of Managing Directors reports on deviations
of the actual plans from previously formulated targets,
indicating the reasons for these deviations.

The Supervisory Board specifies the information and
reporting duties of the Board of Managing Directors.
The reports of the Board of Managing Directors to
the Supervisory Board are, as a rule, to be submitted
in writing. Documents required for decision-making
such as, in particular, the Annual Financial Statements
and the Auditors’ Report are, to the extent possible,
forwarded to the members of the Supervisory Board
in due time prior to the meeting.

3.5 Good corporate governance requires an open
discussion between the Board of Managing Directors
and the Supervisory Board, as well as amongst the
members within the Board of Managing Directors
and the Supervisory Board. The strict observance of
confidentiality is of paramount importance for this.
All Board members shall ensure that the staff members
they employ also comply with the obligation to main-
tain confidentiality.

3.6 As necessary, the Supervisory Board meets
without the Board of Managing Directors.

3.7 In the event of a takeover offer the Board of
Managing Directors and the Supervisory Board of
the bank, as the target company, must submit a state-
ment of their reasoned position so that the share-
holders can make an informed decision on the bid.
After the announcement of a takeover bid, the Board
of Managing Directors may not take any actions out-
side the ordinary course of business that could prevent
the success of the bid unless the Board of Managing
Directors has been authorized by the General Meeting,
or the Supervisory Board has given its approval. In
making their decisions, the Board of Managing
Directors and the Supervisory Board are obliged to
act in the best interests of the shareholders and of the
company.
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3.8 The members of the Board of Managing Directors
and the Supervisory Board shall comply with the rules
of proper corporate management. If they violate the
due care and diligence of a prudent and conscientious
member of the Board of Managing Directors or the
Supervisory Board, they are liable to the bank for
damages.

The bank has taken out a directors’ and officers’
hability insurance (D&O insurance) policy for the
Board of Managing Directors and the Supervisory
Board, placed through the majority shareholder, the
Commerzbank Aktiengesellschaft. A suitable deduc-
tible has been agreed for both the members of the
Board of Managing Directors and the members of
the Supervisory Board.

3.9 Pursuant to Section 15 of the German Banking
Act (KWG) the extension of loans from the company
to members of the Board of Managing Directors or
the Supervisory Board or their relatives (spouses and
children who are still minors) requires the unanimous
approval of the Board of Managing Directors, as well
as the prior consent of the Supervisory Board.

3.10 The Board of Managing Directors and the Super-
visory Board shall report in each year’s Annual Report
on the company’s Corporate Governance. This includes
the explanation of possible deviations from the recom-
mendations of the German Corporate Governance
Code.

4. The Board of Managing Directors
4.1 Tasks and Responsibilities

4.1.1 The Board of Managing Directors is responsible
for independently managing the company. In doing
so, it is obliged to act in the company’s best interests
and undertakes to increase the sustainable value of
the company.
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4.1.2 The Board of Managing Directors develops the
company’s strategy, coordinates it with the Supervisory
Board and ensures its implementation.

4.1.3 The Board of Managing Directors shall ensure
that all provisions set out by law are complied with.

4.1.4 The Board of Managing Directors ensures
appropriate risk management and risk controlling
within the company.

4.2 Composition and Compensation

4.2.1 The Board of Managing Directors is composed
of several persons and has a Chairman. Rules of
procedure, which require the approval of the Super-
visory Board, govern cooperation within the Board
of Managing Directors. The Board of Managing
Directors cooperates on a basis of trust with the
bank’s other bodies and the employee representatives
to the benefit of the company.

4.2.2 The compensation of the members of the Board
of Managing Directors is fixed by the Presiding
Committee of the Supervisory Board at an appropriate
amount, based on a performance assessment. Criteria
for determining the appropriateness of the compensa-
tion are, in particular, the tasks of the respective Board
member, his personal performance, the performance
of the Board of Managing Directors as a whole, the
economic situation, and the performance and future
prospects of the bank, taking into account its com-
petitors.

4.2.3 The overall compensation of the members of l
the Board of Managing Directors comprises a fixed 1
salary and variable elements. The variable part of the |
compensation includes both result- and performance-

linked components and is based on the achievement

of the bank’s business success, the results of the busi- ‘
ness segments for which the respective Board member |
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is responsible, and his individual performance. All
compensation components must be appropriate, both
individually and in total.

4.2.4 The compensation of the members of the Board
of Managing Directors is reported in the Notes to the
Annual Accounts, broken down into fixed salary and
variable components, each in a single sum.

4.3 Conflicts of Interest

4.3.1 During their employment with Essen Hyp, the
members of the Board of Managing Directors are

subject to a comprehensive non-competition obligation.

4.3.2 In connection with their work, the members
of the Board of Managing Directors and employees
may neither demand nor accept from third parties
payments or other benefits for themselves or for any
other person, nor grant any unlawful advantage to
third parties.

4.3.3 The members of the Board of Managing Direc-
tors are bound by the company’s best interests. No
member of the Board of Managing Directors will
pursue personal interests in his decisions, or use
business opportunities intended for Essen Hyp for
himself.

4.3.4 Each member of the Board of Managing Direc-
tors must disclose conflicts of interest to the Super-
visory Board without delay and inform the other
members of the Board of Managing Directors. All
transactions between the company and the members
of the Board of Managing Directdrs, persons they are
closely related to or companies they have a personal
association with must meet the standards that are
customary in the sector. Important transactions require
the approval of the Supervisory Board or the Com-
mittee responsible according to the rules of procedure
of the Supervisory Board.

4.3.5 Sideline activities of the members of the Board
of Managing Directors, especially Supervisory Board
mandates outside the company, are subject to the
approval of the Supervisory Board.

5. The Supervisory Board
5.1 Tasks and Responsibilities

5.1.1 The task of the Supervisory Board is to provide
continuous advice to, and to monitor the work of the
Board of Managing Directors in the management of
the company. The Supervisory Board must be involved
in all decisions that are of fundamental importance to
the bank.

5.1.2 The Supervisory Board appoints and dismisses
the members of the Board of Managing Directors.
Together with the Board of Managing Directors, the
Presiding Committee of the Supervisory Board ensures
that there is long-term successor planning. The Super-
visory Board has delegated the preparations for the
appointment of members to the Board of Managing
Directors to the Presiding Committee, which also
lays down the conditions of the employment contracts,
including compensation.

A re-appointment prior to one year before the end of
the appointment period with a simultaneous termina-
tion of the current appointment may only take place
under special circumstances. For members of the
Board of Managing Directors there is a fixed age
limit of 65 years.

5.1.3 The Supervisory Board has issued rules of
procedure.

5.2 Tasks and Powers of the Chairman of the Super-
visory Board

The Chairman of the Supervisory Board coordinates
the work within the Supervisory Board and chairs its
meetings.
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The Chairman of the Supervisory Board also chairs
the Presiding Committee which, inter alia, deals with
the employment contracts of the members of the
Board of Managing Directors.

The Chairman of the Supervisory Board maintains
close contact with the Board of Managing Directors,
and with the Chairman in particular, in order to
discuss the strategy, business development and risk
management of the bank. The Chairman of the Super-
visory Board shall, without delay, be informed by the
Chairman of the Board of Managing Directors of any
events material for the assessment of the bank’s situa-
tion and development, or for the management of the
bank. The Chairman of the Supervisory Board shall
then inform the Supervisory Board and, as necessary,
convene an extraordinary meeting of the Supervisory
Board.

5.3 Formation of Committees

5.3.1 Depending on the specific features of the com-
pany and the number of Supervisory Board members,
the Supervisory Board has formed a Presiding Com-
mittee and a Risk Committee from within itself.
These two committees serve to increase the efficiency
of the Supervisory Board’s work and deal with more
complex issues. The Chairman of each committee
regularly reports to the Supervisory Board on the
work of the respective commiittee.

5.3.2 The rules of procedure of the Supervisory
Board provide for committees to make decisions
in place of the Supervisory Board. The Presiding
Committee prepares Supervisory Board meetings,
at which personnel decisions are to be made.

5.3.3 The Supervisory Board can delegate other
subjects to be handled by one or several committees.
These subjects include the strategy of the bank,

the compensation of the members of the Board of
Managing Directors, investments and financing.
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5.4 Composition and Compensation

5.4.1 When submitting proposals for the election of
Supervisory Board members, care shall be taken that
the Supervisory Board, is, at all times, composed of
members who, as a whole, have the required know-
ledge, ability and expertise to properly complete their
tasks and are sufficiently independent. Furthermore,
the international activities of the company and potential
conflicts of interest are taken into account.

5.4.2 To ensure the Supervisory Board’s independent
advice and supervision of the Board of Managing
Directors, not more than one former member of the
Board of Managing Directors shall be a member of
the Supervisory Board. Moreover, Supervisory Board
members shall not hold directorships or similar posi-
tions with main competitors of the company or provide
any advisory services to them.

5.4.3 The members of the Supervisory Board shall
ensure that they have sufficient time to perform their
mandate. Members of the Board of Managing Direc-
tors of a listed bank shall not accept more than five
Supervisory Board mandates in non-group listed
companies.

5.4.4 The election or re-election of all Supervisory
Board members takes place at the same time, and

as a rule for the longest admissible period of office.
Elections to replace members are for the remaining
period of office of a member of the Supervisory
Board who resigns prematurely, or, if the resigning
member’s period of office was shorter than the regular

T

period of office in accordance with sentence 1 of this
Section, up to the end of the period of office of the
other members of the Supervisory Board who have
been appointed for the longest admissible period of
office.

5.4.5 The compensation of the members of the
Supervisory Board is specified in the Articles of
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Association. It is based upon the responsibilities and
tasks of the members of the Supervisory Board, as
well as the economic situation and performance of
the bank. Also taken into account are the holding of
a chair or deputy chair position in the Supervisory
Board, as well as the Chairmanship and membership
in any Supervisory Board committee.

The members of the Supervisory Board receive fixed
as well as performance-related compensation. The
latter is based upon the dividend payments to the
bank’s shareholders.

The compensation of the members of the Super-
visory Board is reported in the Notes to the Annual
Accounts, broken down according to components,
each in a single sum. Should, by way of exception,
compensation be paid to the members of the Super-
visory Board or advantages extended for services
provided individually, in particular, advisory or agency
services, these payments are shown separately in the
Notes to the Annual Accounts.

5.4.6 If a member of the Supervisory Board has
taken part in less than half of the meetings of the
Supervisory Board in a financial year, this will be
noted in the Report of the Supervisory Board.

5.5 Conflicts of Interest

5.5.1 All members of the Supervisory Board are bound
to act in the company’s best interests. No member of
the Supervisory Board will pursue personal interests

in his decisions, or use business opportunities intended
for the company for himself.

5.5.2 Each member of the Supervisory Board shall
inform the Chairman of the Supervisory Board of
any conflicts of interest, especially those which may
result from a consultant or directorship position with
clients, suppliers, lenders or other business partners.
If necessary, the Chairman of the Supervisory Board

will then have the Presiding Committee discuss the
issue. The Chairman of the Supervisory Board shall
disclose his own conflicts of interest to the Super-
visory Board or the Presiding Committee.

5.5.3 Material and not merely temporary conflicts of
interest with respect to the person of a Supervisory
Board member shall result in the termination of his
mandate.

5.5.4 Advisory and other service agreements between
a member of the Supervisory Board and the bank
require the Supervisory Board’s approval.

5.6 Examination of Efficiency

The Supervisory Board shall examine the efficiency
of its activities on a regular basis.

6. Transparency

6.1 The Board of Managing Directors shall disclose
without delay any new facts within the bank’s field
of activity that are not known publicly if they are
likely to substantially influence the price of the bank’s
listed securities, due to their impact on the asset and
financial situation or general business development.

6.2 As soon as the bank becomes aware of the fact
that an individual acquires, sells or by any other
means exceeds or falls short of 5, 10, 25, 50 or 75%
of the voting rights in the bank, the Board of Managing
Directors shall disclose this fact without delay.

6.3 The bank’s treatment of all shareholders in
respect of information shall be the same. The bank
shall also disclose all new facts made known to
financial analysts and similar addressees to its share-
holders without delay.
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6.4 The bank shall use suitable communication
media, such as the internet, to inform shareholders
and investors in a prompt and uniform manner.

6.5 Any information which the bank discloses abroad
in compliance with applicable capital market law
provisions will also be disclosed domestically
without delay.

8.6 As part of the bank’s regular information policy,
the dates of its most important regular publications
(including the Annual Report, Interim Reports, General
Meeting) are published sufficiently in advance in a
‘financial calendar’.

6.7 Any information on the bank disclosed by the
bank itself shall also be published on the bank’s
website. The website shall have a clear structure.

7. Reporting and Audit of the Annua! Financial
Statements

7.1 Reporting

7.1.1 Third parties receive their information through
the Annual Financial Statements. During the financial
year, they receive additional information in the form
of Interim Reports that are published at the end of
the second and third quarters. The Annual Financial
Statements and Interim Reports are prepared according
to national legislation, i.e. the provisions set out in
the German Commercial Code (HGB), which also
form the basis for taxation.

7.1.2 The Annual Financial Statements are prepared
by the Board of Managing Directors and examined
by the auditors and the Supervisory Board. The Annual
Financial Statements shall be publicly accessible within
90 days of the end of the financial year; Interim
Reports shall be publicly accessible within 45 days
of the end of the reporting period.

7.1.3 The bank publishes a list of third party com-
panies in which it has a participating interest that is
not of minor importance for the bank. The trading
portfolios of the bank, on which voting rights are
not exercised, are disregarded in this context. In
accordance with the German Commercial Code
(HGB) the following information is provided in the
bank’s Annual Accounts: name and registered office
of the bank, the amount of the interest, the amount of
equity and the operating result of the past financial
year.

7.1.4 Notes on the relationships with shareholders
who are considered ‘related parties’ pursuant to the
applicable accounting regulations, shall be provided
in the Annual Financial Statements.

7.2 Audit of the Annual Financial Statements

7.2.1 Prior to submitting a proposal for election, the
Supervisory Board will obtain a statement from the
proposed auditor stating whether, and where applicable,
which professional, financial and other relationships
exist between the auditor and its executive bodies and
head auditors on the one hand, and the bank and its
Board members on the other hand, that could call its
independence into question. This statement shall
include the extent to which other services were per-
formed for the bank in the past year, especially in the
field of consultancy, or which are contracted for the
following year.

The Supervisory Board agrees with the auditor that the
Chairman of the Supervisory Board will be informed
immediately of any grounds for disqualification or
partiality occurring during the audit, unless such
grounds are removed immediately.

7.2.2 The Supervisory Board shall commission the
auditor to carry out the audit and conclude an agree-
ment on the latter’s fee.
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7.2.3 The Supervisory Board shall arrange for the
auditor to report on all facts and events of importance
for the tasks of the Supervisory Board which arise
during the performance of the audit.

The Supervisory Board shall arrange for the auditor
to inform it and/or note in the Auditors’ Report if,
during the performance of the audit, the auditor comes
across facts which show a misstatement by the Board
of Managing Directors and Supervisory Board on the
Corporate Governance Code.

7.2.4 The auditor takes part in the Supervisory Board’s
deliberations on the Annual Financial Statements and
reports on the relevant results of the audit. He is
available to answer the questions the members of the
Supervisory Board may have.

Declaration of Compliance with the German
Corporate Governance Code pursuant to Section
161 of the German Stock Corporation Act (AktG)

Preliminary remark: The shares of Hypothekenbank
in Essen Aktiengesellschaft (hereinafter also referred
to as “Essen Hyp” or the “bank™) are not listed on a
stock exchange. At present, the Hypothekenbank in
Essen Aktiengesellschaft has only two sharcholder
groups: Commerzbank Aktiengeselischaft, with a
majority stake, and the Schuppli Group holding the
remaining shares. Accordingly, certain legal require-
ments and stipulations set out in the German Corporate
Governance Code, which are applicable to German
listed companies, are not relevant to Essen Hyp.
Nevertheless, Hypothekenbank in Essen Aktiengesell-
schaft expressly welcomes and supports the German
Corporate Governance Code and the goals and
objectives it pursues. The Corporate Governance
Code of Hypothekenbank in Essen Aktiengesellschaft
complies with the recommendations of the German
Governance Code Commission, first announced in
the official section of the electronic version of the
Federal Gazette (Bundesanzeiger) on August 20, 2002
and amended on May 21, 2003, except for those
restrictions which relate to the fact that Essen Hyp

is not a German listed company and does not produce
consolidated accounts, and except also for the
following recommendations:

Pursuant to Section 2.3.2 the bank shall inform all
domestic and foreign shareholders, shareholders’
associations and financial services’ providers, who,
in the preceding 12 months, have requested such
notification, of the convening of the General Meeting,
and shall provide them with the convention documents
upon request, also using electronic channels. The
shares of Hypothekenbank in Essen Aktiengesellschaft
are not listed on a stock exchange. Hypothekenbank
in Essen Aktiengesellschaft has only two shareholder
groups: the Commerzbank Aktiengesellschaft and the
Schuppli Group. All shareholders are known to the
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bank. This is why Essen Hyp makes use of the sim-
plifications as regards the invitation to and convening
of General Meetings laid down in the German Stock
Corporation Act (4ktG). Thus, Essen Hyp does not
announce its General Meetings externally, e.g. in the
Federal Gazette (Bundesanzeiger), and, contrary to
the provisions laid down in Section 2.3.1, the agenda
and the reports and documents required for the General
Meeting are not published on Essen Hyp’s company
website.

Given that both shareholders are represented in the
Supervisory Board and in the Presiding Committee
as the committee responsible for the employment
contracts of the members of the Board of Managing
Directors, the Supervisory Board does not discuss
and review the structure of the Board’s compensation
system as laid down in Section 4.2.2.

Contrary to Section 4.2.4 the information and figures
on the compensation of the members of the Board of
Managing Directors are not individualized.

Pursuant to Section 5.3.2 the Supervisory Board
shall set up an Audit Committee which, in particular,
handles issues of accounting and risk management.
As the Supervisory Board of Essen Hyp is composed
of not more than 6 members, the Board refrained from
setting up such an Audit Committee. Risk management
issues are the responsibility of the Risk Committee
of the Supervisory Board, which also deals with the
bank’s market, liquidity, credit, counterparty and
operational risks, as well as with any other risks that
do not belong to any of the mentioned risk categories.
Issues relating to the annual audit are addressed by
the Supervisory Board itself.

Due to our bank’s shareholder structure we have
refrained from specifying an age limit within the
meaning of Section 5.4.1.

Contrary to Section 5.4.5 the information and figures
on the compensation of the members of the Super-
visory Board are not individualized.

Given that all shareholders carrying voting rights are
directly or indirectly represented in the Supervisory
Board, conflicts of interest are dealt with exclusively

within the Supervisory Board in accordance with
Section 5.5.2. Contrary to Section 5.5.3 such conflicts
of interest are not formally dealt with at the General
Meeting.

Due to the fact that no shares of Essen Hyp are in
free flow or listed on a stock exchange, and that the
bank does not have any stock option programs or
comparable incentives in place, the provisions laid
down in Sections 4.2.3, 6.6 and 7.1.3 of the German
Corporate Governance Code are not relevant to
Essen Hyp.

As long as Hypothekenbank in Essen Aktiengesell-
schaft compiles its Annual Accounts in accordance
with the provisions of the German Commercial Code
(HGB), it will not pass information to third parties
by means of Annual Reports or Interim Reports com-
piled in accordance with the International Accounting
Standards (IAS), as stipulated in Section 7.1.1. Apart
from the Annual Accounts and Interim Reports,

the two shareholder groups of the company receive
additional information during the Supervisory Board
meetings, so that the above reports are not the main
source of information available to them.

Essen, November 24, 2004

The Board
of Managing Directors Board

The Supervisory
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